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Herein it is proposed to discuss various questions in account- 
ing arising out of the legal relation of life tenant and remainder- 
man. Strictly, a life tenant is a person who, for and during his 
natural life enjoys the benefit of real or personal estate, or both, 
without any right to encroach upon the principal of the estate; 
that is, one who is entitled to enjoy only the net income from 
property or investments, or both, for his natural life. A person 
who for a period of years is entitled to the enjoyment of the net 
income of an estate is commonly spoken of as a life tenant; yet, 
properly, he is a mere tenant for years, whose enjoyment of the 
estate may cease long before his death. Sometimes one person 
may enjoy the net income of an estate for a prescribed period, or 
until the happening of an event, followed by another person, who, 
for another period, or until another event, or for life, may enjoy 
the subsequent net income from the same estate, before the estate 
shall vest in an absolute owner. Sometimes there are several 
persons who as life tenants at the same time enjoy the net income 
of an estate. In the sense in which the term “life tenant” is 
herein used, it includes a person who for his natural life enjoys, 
or persons who for their natural lives enjoy, or for a specified 
period or periods, or until the happening of an event or of 
events, the net income of real or personal estate, or both. A 
remainderman is a person in whom an estate shall absolutely 
vest, on the termination of the rights of the life tenant. Some- 
times it is provided that property shall vest in several persons 
on the termination of a prior estate or of prior estates therein. 
In the sense in which the term “ remainderman” is herein used, 
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it shall be held to include any person or persons in whom prop- 
erty shall vest, on the termination of the rights of the life tenant 
therein. Estates for life and estates in remainder are frequently 
created by deeds and wills without the intervention of a trustee. 
In cases where such estates are created <4 to realty, a trustee to 
hold the realty for the period of enjoyment of the life tenant is 
not absolutely necessary, as the life tenant cannot sell and con- 
vey the whole estate without the remainderman joining in the 
conveyance. A conveyance by the life tenant alone would carry 
only his own interest, unless express authority is given him also 
to sell and convey the whole estate. Full power of conveyance 
is sometimes given, and in such case the life tenant is held to act 
for himself individually and as trustee for the remainderman. 
It is usual, and best, where a life estate is created in personalty, 
or partly in persona!ty and part y in realty, to appoint a trustee 
to hold and manage the estate during the life tenancy, and on the 
termination of the life tenancy to convey, or transfer and deliver, 
the then principal of the estate to the remainderman. Where 
successive life tenants are to enjoy the net income of realty, or 
where the life tenant is not himself, by reason of legal disability 
or other cause, to control his own estate, it is usual, and best, 
to appoint a trustee to hold and manage the property during the 
life tenancy. Whether there is a trustee or be no trustee to hold 
and manage a given estate, the rights as to the enjoyment of the 
estate of the life tenant and remainderman are governed by the 
same general legal principles, except as to the question of man- 
agement of the estate. Where there is a trustee, such manage- 
ment is vested in the trustee, instead cf either the life tenant or 
remainderman, Where there is no trustee and there is no speci- 
fied restriction as to the management of the estate, such man- 
agement is vested in the life tenant during his enjoyment of the 
estate. Although the management of the estate is in the life 
tenant, he cannot lease the estate beyond the time of his own 
enjoyment nor can he encumber more than his own interest, 
unless express authority so to do is given. Where leasing or 
encumbering by the life tenant is properly prohibited, then he 
can give no lease or encumbrance, even on his own interest. 
Dower of a widow in realty of her deceased husband, curtesy of 
a widower in the realty of his deceased wife, and homestead 
rights of a widow and minor children in the realty of a deceased 
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husband and father, are life estates or estates for years created 
by operation of law; all other life estates or estates for years 
exist only by express provisions under instruments inter vivos 
and under wills. In estates where the rights of life tenants and 
remaindermen are involved, the law requires the most exact ac- 
counting as to items of income and items of principle. As to 
some items, on their mere statement it will be self-evident that 
they affect the income or the principal of the estate; other items 
require close analysis as to facts involved and critical applica- 
tion of legal principles. Herein we are to consider quite care- 
fully various items legally requiring close distinctions as to 
charges and credits between income and principal in fiduciary 
accounting. 

1. The life tenant, during the continuance of his interest in 
a trust estate, is to enjoy the exact legal net income of the estate 
—no more and no less; and the remainderman, on the termina- 
tion of the life estate, is to receive the exact legal principal of 
the estate—no more and no less. Therefore, it is the duty of 
the trustee of the estate in his accounts to keep all legal items of 
income separate from all legal items of principal, or legally to 
pro rate any items between income and principal where such 
apportionment is required by law or proper order of court. In 
fiduciary accounts there is ever present the difficulty of exactly 
tracing pecuniary transactions, yet the trustee must keep his 
accounts legally accurate; that is, not merely accurate as to 
amounts of the items, but precise in the relation of all the items 
to the rules of law, as such rules may affect the income or prin- 
cipal of the estate, or both such income and principal. The rights 
of the beneficiaries interested in a trust estate are primarily gov- 
erned by the express terms of the instrument or will creating 
the trust, so far as they are within the law, and the clear and 
proper intention of the creator of the trust will prevail. The 
general rules of law control where there are no proper and 
express terms, or where, by reason of changed conditions, such 
terms can no longer be carried out. Thus, in fiduciary accounting 
there is involved the proper and legal construction of the terms 
used by the trustor in declaring his intentions in the instrument 
or will, and an understanding is required of the instrument or 
will as a whole in relation to the law. It is sometimes difficult 
or impossible legally to construe the terms used. In case of 
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doubt, the trustee for his own protection, should bring proceed- 
ings in the court having jurisdiction of the matter, for the 
proper determination under the law of the meaning of the terms 
used in such instrument or will. Where the trustee, through 
carelessness or ignorance, fails to keep his accounts legally ac- 
curate, and by reason thereof should over-pay the life tenant dur- 
ing the trust, or on the termination of the trust should over-pay 
the remainderman, the trustee is personally responsible, notwith- 
standing his entire good faith in the charging or crediting of 
any item or items to income or principal in his trust accounts. In 
the principal account must appear all items affecting the principal 
of the estate, and in the income account must appear all items 
affecting the income of the estate. The trustee must know that 
his accounts are correct in principle and in detail; otherwise, he 
is liable. 

2. Since a life tenant and a remainderman, interested in a 
trust estate in the hands of a trustee under an instrument or will, 
do not enjoy the entire estate at the same time and in the same 
right, legally their pecuniary interests in the estate are antago- 
nistic. In the management of the trust the trustee is required to 
be absols:tely impartial, as between the interests of the life tenant 
and remainderman, except where he is directed or authorized 
to favor the life tenant as against the remainderman, or vice 
versa. Ordinarily, the trustee must show no partiality whatever. 
In the sale of property belonging to the trust estate, in order to 
make a quick sale for the convenience of the life tenant, he is 
not allowed to do so if the quick sale will cause the sale to be at 
less than a reasonable price or at a sacrifice price. If a trustee, 
having authority, should be requested by a life tenant to pur- 
chase a particular dwelling for the use of the life tenant, if such 
dwelling should be located in a community wherein the trustee 
believes values are decreasing, and although the trustee should 
be able to purchase the property at a fair present price, yet the 
trustee should not do so, if in his opinion such purchase will 
involve a certain loss to the principal of the estate by deprecia- 
tion in value. The trustee must so invest trust funds as to in- 
sure the safety of the principal and at the same time earn a 
reasonable income for the life tenant; the trustee should not 
make investments looking only to the safety of the principal, nor 
should he make investments looking only to the production of 
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a large income for the life tenant. In the purchase of realty for 
an estate, or in making investments of trust funds, the trustee 
should not make purchases or investments looking only to a 
future increase in value of the property or securities purchased, 
disregarding the present income for the life tenant. 

3. In case a life tenancy is given in a trust estate, wherein 
the legal charges against the income of the estate exceed the 
gross income, so that in such estate there is no net income, the 
life tenant is not required to pay the deficit of such income. The 
liability of the life tenant for the legal charges against the in- 
come of the estate is limited to the net income of the estate, 
unless the life tenant, by reason of some contract or agreement, 
shall have assumed the payment of the deficit. The liability of 
the life tenant is not limited year by year, so that in a given year, 
if there shall be any net income, he may elect to take, and in a 
subsequent year, if there shall be a deficit, he may refuse. The 
life estate for the entire period of years over which it is to con- 
tinue must be considered, and the net income of previous years 
stand as the amount of the liability of the life tenant in subse- 
quent years for any deficit of income in such subsequent years. 
The liability of the life tenant in the trust estate is with respect 
to the whole estate, and not to any part or parts thereof. The 
life tenant cannot elect to accept the income from several profit- 
able assets of the trust estate, and refuse to assume the liability 
for the deficit of other assets not in themselves bringing in any 
net income. The net income from and charges against the whole 
estate must be considered, and the net income from the profitable 
assets must be used to meet the deficit from unprofitable assets, 
before there can legally be any payment of net income from the 
trust estate as a whole to the life tenant. 

4. Where the income of an estate held by a trustee for a life 
tenant and remainderman is directed to be paid the life tenant 
from time to time as income, the rents and interest on the assets 
of the estate are said to accrue from day to day, although only 
collectible periodically. in such case, notwithstanding the death 
of the life tenant before the collection of any accruing rents and 
interest, such income of the trust estate is apportioned to the 
date of death of the life tenant, and the amounts accrued are to 
be paid to his legal representative. Where the life tenant does 
not receive the income of the estate as income, but receives fixed 
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periodical payments out of the income only, or out of the estate 
as a whole, the life tenant is said to receive annuity payments, 
and a different legal rule prevails. Such fixed periodical pay- 
ments are legally designated as annuity payments, although pay- 
able annually, semi-annually, quarterly or otherwise periodically. 
Where not directed to be paid in advance, annuity payments are 
payable at the end of the respective periods. Unless otherwise 
specified, an annuity period under a will commences at the date 
of death of the testator, and runs regularly thereafter. Unless 
otherwise specified, an annuity period under a trust agreement 
commences at the date of execution and delivery of the instru- 
ment, at which date the trust becomes effective. To be entitled 
to an annuity payment, the life tenant must survive until the 
expiration of the respective annuity periods, when the annuity 
payments become due and payable. In the event of the death 
of the life tenant, his interest in the next ensuing payment lapses 
and no part of such ensuing payment becomes payable to his 
legal representative. An annuity payment legally does not accrue 
from day to day, but is a conditional payment—the condition 
being that the person to whom payable shall survive until the 
payment becomes due. Where an annuity p2.ment has become 
due and payable to a life tenant and the life te: ant shali not have 
collected it before his decease, then such past due payment has 
become a debt due the life tenant, and as such is payable to his 
legal representative. 

5. Frequently there is a provision that on the death of a life 
tenant his interest in the income and principal of the trust estate 
shall terminate and end, and that any income then on hand should 
go with the then principal of the estate to the remainderman. 
This is a convenient provision where the life tenant has no 
property outside of his interest in the trust estate, and will avoid 
the necessity and expense of having an administrator or executor 
appointed to administer on the estate of the deceased life tenant 
merely for the purpose of legally collecting and disbursing the 
accrued and uncollected, or collected and undisturbed, income in 
the hands of or due the trustee of the trust estate at the death 
of the life tenant. 

6. All collections by the trustee for a life tenant and re- 
mainderman on account or in full of the principal of notes or 
bonds held by the trustee at par, should be held for the remain- 
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derman and should be credited by the trustee to principal of the 
trust estate. Such collections of principal in no sense represent 
any interest or earnings on the notes or bonds, but represent 
merely a change or conversion of the assets from one form to 
another. Where such loans or bonds are sold by the trustee be- 
fore maturity, the same principles apply so far as the proceeds 
represent the principal of the notes or bonds. If any of the 
proceeds of collection or sale represent accrued interest, so much 
as shall represent accrued interest should go to the life tenant 
and by the trustee should be credited to income of the trust estate. 

7. Attorneys’ fees and costs of court in proceedings for the 
removal of trustees and for the appointment of successor trustees 
from time to time, should in general be paid out of the principal 
of the trust estate. Such fees and costs are counted as incurred 
in preserving the integrity of the trust as a whole. Although 
such fees and costs are usually charged to principal, yet the life 
tenant shares to some degree in payment of all fees and costs 
charged to principal. The payment of any fees and costs out of 
principal reduces the amount of the principal by the amount paid, 
leaving a decreased amount of principal upon which the life 
tenant is thereafter entitled to net income. Where change of 
trustees is requested by the life tenant for purely personal con- 
venience or reason, such as a desire for a trustee who shall re- 
side at the place of residence of the life tenant, the change other- 
wise not being necessary or probable, the court, in its discretion, 
may order payment of fees and costs connected with such change 
of trustees to be borne by the life tenant, and same must then 
by the trustee be paid out of the income of the trust estate. 
Should the court apportion such fees and costs, as it may in its 
discretion deem fair, then such fees and costs must proportion- 
ately be paid out of income and principal. It is usual in cases 
of change of trustees for the court to direct how the costs shall 
be taxed. Where no special order is made, the above general rule 
will apply. 

8. Attorneys’ fees and court costs arising out of legal pro- 
ceedings for the protection of the assets of the trust estate, in 
general are paid out of the principal of the estate. Such fees 
and costs are assumed to be more for the benefit of the remain- 
derman than life tenant. Fees and costs incurred by a trustee 
in a suit against the trustee, and involving the title of the trustee 
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to property held in trust, are clearly incurred for the protection 
of the estate as a whole. Such fees and costs are certainly in- 
curred for the benefit of both the life tenant and remainderman 
If in the proceedings the trustee shall be successful, the property 
involved will continue to earn income for the life tenant and will 
ultimately go to the remainderman. The same may be said as 
to fees and costs incurred by the trustee in legal proceedings for 
obtaining possession of property, to which title is claimed by 
the trustee and disputed. If successful, the property will there- 
after earn income for the life tenant and ultimately go to the re- 
mainderman. Therefore, fees and cost in the proceedings men- 
tioned should in general be paid out of the principal of the estate. 
In either proceedings, the court may direct how such fees and 
costs shall be paid, or in its discretion apportion them for pay- 
ment partly out of income and partly out of princip2z!. What- 
ever the court may direct, must be done. Where litigation is 
clearly for the sole benefit of the life tenant, as for ouster of a 
delinquent tenant of trust property, then the fees and costs must 
be borne by the life tenant and paid out of income of the trust 
estate. 

g. Fees of attorneys and costs of court in proceedings for 
the construction by the court of the terms of an instrument or 
will creating the trust, where the terms of the instrument or will 
are uncertain, should in general be paid out of the principal of 
the trust estate; unless by reason of peculiar facts in a given 
case the court shall order payment out of income. The court in 
its discretion may order payment entirely out of income or en- 
tirely out of principal, or in certain proportions out of both 
income and principal. In any such case the costs must be charged 
as ordered. If no special order is made, then the costs should 
be paid according to the general rule. 

10. Commissions of an agent paid by the trustee for a life 
tenant and remainderman in the purchase as an investment of 
realty or personalty, with funds held in the principal of the trust 
estate, are legally regarded as adding to the cost of the property 
purchased, and the commissions so paid by the trustee should be 
charged to the principal of the trust estate. Commissions paid 
to an agent by the trustee in the sale of realty or personalty held 
in the principal of the trust estate, are legally regarded as a de- 
duction to be made out of the proceeds of sale of the property 
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sold, and the commissions so paid by the trustee should be charged 
to the principal of the trust estate. Other expenses necessarily 
incurred in connection with the purchase and sale of assets held 
in the principal of the trust estate, where such expenses do not 
come under the head of mere administration costs, should be 
charged to the principal of the trust estate, so as to come out of 
the fund ultimately to go to the remainderman. 

11. In the event of injury or destruction by casualty of prop- 
erty securing bonds held by a trustee in trust for a life tenant 
and remainderman, or in the event of such injury or destruction 
of property owned by a corporation in which such trustee holds 
shares, loss may result in the value of such bonds or shares held 
by the trustee, and question will arise between the life tenant and 
the remainderman as to who shall bear the loss. Any such loss 
legally will be a depreciation and affects the corpus of the trust 
estate, and the trustee must charge the loss to the principal of 
the estate. While injury or destruction of improvements upon 
mortgaged property, as a matter of fact may be the primary 
cause of default in a real estate loan held by the trustee, yet 
legally this is not assumed to be true, and if on foreclosure of the 
mortgage securing the loan loss result, such loss, nevertheless, 
should be borne as explained elsewhere herein. 

12. In event of the injury or destruction by casualty not in- 
sured against of improvements upon realty held by a trustee in 
trust for a life tenant and remainderman, question arises as to 
whether the loss by such casualty should fall upon the life tenant 
or the remainderman, or both. If the life tenant is in possession 
of the premises, and the injury or destruction is caused by neg- 
lect of his duty to protect the premises, he is liable because of 
such negligence. Where the life tenant in possession is not neg- 
ligent, or where the life tenant is not in possession of the prem- 
ises, and such injury or destruction is by casualty for which he 
is in no way responsible, then the life tenant cannot be held for 
such loss, and the loss falls upon the entire estate and any expense 
of repairing or restoring the premises must be charged to the 
principal of the estate. Any loss of income from the property 
by reason of the injury or destruction of the premises and until 
repaired or restored is a loss to be borne by the life tenant of the 
estate. It is the duty of the trustee promptly to repair the im- 
provements injured if they are in condition to be repaired and 
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if there are available funds for such repairs in the estate. The 
question of restoring the improvements destroyed or replacing 
with other suitable improvements is discretionary with the trus- 
tee, and the trustee must exercise prudence and good business 
judgment, having in mind that he should look with favor upon 
the restoration or replacement of the improvements destroyed, 
sO aS again to put the property on a reasonable income basis, 
instead of allowing the property to remain unoccupied. 

13. Where the trustee of an estate has authority to invest in 
realty and such trustee purchases property upon which the im- 
provements at the time of purchase are not in good order and 
tenantable condition, and it is necessary for the trustee imme- 
diately upon consummating the purchase to repair the improve- 
ments so as to make the premises tenantable, then the trustee is 
required to put the property in good order and tenantable con- 
dition and pay the cost thereof out of the principal of the trust 
estate. In such case the trustee is presumed to have purchased 
the property at a less price than would have been the price of the 
property had the improvements been in good order and tenant- 
able condition at the time of purchase by the trustee, such dif- 
ference in price being as much or exceeding the cost of the 
repairs necessary to restore the property to good order and 
tenantable condition. Often with good renting property the 
question of the condition of the improvements may make no 
practical difference in the purchase price; yet the rule applies. 
Where mere minor repairs are required to the improvements, 
the question of the charge of the cost thereof to income or prin- 
cipal is not important. The question is one of importance where 
extensive repairs are necessary at the time of purchase by the 
trustee and in fairness the legal rule should be observed. 

14. On foreclosure sale of realty securing a loan held by a 
trustee, in order to protect the trust estate the trustee is author- 
ized to bid for the realty, in bidding not exceeding the reasonable 
value of the realty and not exceeding the debt, interest and costs, 
unless the trustee have power and shall wish to purchase the 
realty as an independent investment. If the realty is bid in by 
the trustee, then during the ownership by the trustee such realty 
is subject to the same incidents as other realty held by the trustee 
and acquired by devise or regular purchase. Subsequently, the 
trustee may sell the realty. The trustee, if trustee for a life 


10 














Accounting between Life Tenants and Remaindermen 


tenant and remainderman, is required to hold the entire pro- 
ceeds of the resale for the remainderman of the estate and should 
credit such proceeds to principal of the trust estate. If on the 
resale a higher price is obtained than the cost of the property 
at the foreclosure sale, the increase is legally a profit belonging 
to the principal of the trust estate; and if on the resale a lower 
price is obtained than such cost, the deficit is legally a loss to the 
principal of the trust estate. 

15. A trustee for a life tenant and remainderman, in the dis- 
tribution of the estate of a decedent under a will, may receive 
a loan secured by mortgage or deed of trust upon real estate, or 
the trustee under an instrument or will creating a trust for a life 
tenant and remainderman may invest in a loan so secured. There- 
after, if the owner of the property securing the loan allows the 
loan to become in default, it becomes the duty of the trustee 
holding the loan to foreclose the same. At the foreclosure sale 
the trustee is required, to the extent of the reasonable value of 
the property, to bid for the property and protect the interests of 
the trust estate as holder of the loan, so that the property will 
not go to sale for a sacrifice price and below the debt due the 
trustee and interest and costs added. By bidding up the prop- 
erty to its reasonable value the trustee will protect the trust 
estate, and cause the property to sell for what it reasonably 
should. The trustee should not bid over the amount of his debt, 
interest and costs, unless the trustee has power to invest in real 
estate and deems the property a good investment for his trust 
estate and wishes to buy the property on an investment basis, 
independent of the question of protecting the loan under fore- 
closure. If at the time of the foreclosure the property is subject 
to delinquent taxes, after the property is bid in by the trustee 
question will arise as to whether the delinquent taxes should be 
paid out of the principal of the trust estate or the income of 
the trust estate. Legally such taxes should be paid out of the 
principal of the trust estate. It is conclusively presumed that 
the property subject to delinquent taxes was purchased at a 
less price at the foreclosure sale than would have been required 
had there been no delinquent taxes against the property. 

16. Where realty is devised or conveyed to a trustee in trust 
for a life tenant and remainderman subject to a mortgage en- 
cumbrance thereon, question arises as to how the payment of 
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interest and principal on the mortgage debt should be charged 
with reference to the income and principal of the trust estate. 
In case of such devise or conveyance in trust of realty, subject 
to a mortgage debt, the value of the estate placed in trust is the 
value of the property, less the principal of the mortgage in- 
debtedness thereon, and the life tenant is entitled to income with 
reference to such decreased value, not the full value of the realty, 
and from the time of the taking effect of the devise or convey- 
ance in trust. In case of a devise of realty under a will to a 
trustee in trust for a life tenant and remainderman, subject to 
a mortgage debt, the interest accruing after the death should 
be paid by the trustee out of the income of the trust estate; all 
payments of principal of the mortgage debt by the trustee should 
be paid out of the principal of the trust estate. Where by the 
law or by will such mortgage debt should be paid out of the 
personal estate of the testator and the realty exonerated from 
the entire debt, the executor should pay both the principal and 
interest of the mortgage debt, the same as any other debt against 
the decedent. In case of the purchase of realty by, and con- 
veyance to, the trustee for a life tenant and remainderman, sub- 
ject to a mortgage encumbrance thereon, any interest accrued 
to the date of conveyance snould be taken into consideration in 
connection with the payment of the purchase price and paid by 
the seller or allowed to the trustee on the purchase price and 
paid out of the principal of the trust estate; and thereafter the 
interest accruing should be borne by the life tenant and by the 
trustee paid out of the income of the trust estate; all payments 
on principal of the mortgage debt should be paid out of principal 
of the trust estate. Where a trustee for a life tenant and re- 
mainderman is authorized to encumber realty belonging to the 
trust estate and borrows money for the purposes of the trust, 
the proceeds of the principal of the mortgage note or notes should 
be credited to the principal of the trust estate and applied in the 
improvement of the property or for other authorized purposes ; 
and thereafter from time to time the payments of interest on 
such mortgage debt should be paid out of and charged to the 
income of the trust estate, and payments of principal should be 
paid out of and charged to principal of the trust estate. 

Should the life tenant, or the trustee if in funds, default in 
the payment of interest on a mortgage encumbrance on property 
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of the trust estate, or fail to protect such encumbrance from any 
other default, and thus cause foreclosure of the property mort- 
gaged, the life tenant or the trustee will be responsible to the 
remainderman for the damage caused to the remainderman. In 
the event of such foreclosure of any property of the trust estate, 
if the life tenant should directly or indirectly purchase the 
property in an attempt to buy in the property free from the trust 
and the rights of the remainderman, yet nevertheless such direct 
or indirect purchase by the life tenant will not avail, and in equity 
the life tenant will be held to have so purchased the property for 
the benefit of himself and remainderman, and the remainderman 
will be allowed a reasonable time to pay his proportion of the 
debt foreclosed and be reinstated to his rights in the property, 
as before foreciosure. The life tenant may himself take up the 
debt against the property, and in such event will hold the debt as 
to principal as if a stranger to the property. 

17. Upon death of the owner of realty, rents due and unpaid, 
whether partly or practically entirely for a period of time sub- 
sequent to the date of death of the owner, should be collected 
by the executor or administrator of the decedent and forms part 
of his general estate. Rents becoming payable after the death of 
the owner, whether partly or practically entirely for a period 
of time prior to the date of death, are collectible by the devisee 
of the realty. If the devisee be a trustee for a life tenant and 
remainderman, such trustee is entitled to collect such rents so 
becoming payable after the death of the testator and owner of 
the realty. Any rents so received by the trustee should go to the 
life tenant and by the trustee should be credited to income of 
the trust estate, although it may happen, if the rent is payable 
at the end of the rent periods, that the first rent so collected 
by the trustee is for a time prior to the death of the owner, and 
therefore prior to the date that the realty under the will passes 
to the trustee. Thereafter, as payable, so long as the trustee 
hold the property, the trustee should collect the rents accruing 
from the property. Rents so collected should go to the life 
tenant as income from the property and the trustee should credit 
the amounts collected to income of the trust estate. Where the 
trustee for a life tenant and remainderman is authorized and 
shall purchase realty, rents should be adjusted to the date of con- 
veyance to the trustee, and from the time of conveyance, so long 
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as the trustee holds the property, the trustee should collect the 
rents accruing from the property. The rents so collected should 
go to the life tenant as income from the property, and the trustee 
should credit the amounts collected to income of the trust estate. 
During the continuance of the life tenancy the life tenant is 
entitled to the net rents collected from the property and to all 
rents accruing to the date of his death, and the last rent must be 
adjusted to the date of his death, so that his legal representative 
will receive any amount accrued and not collected by the trustee 
at the death of the life tenant, or collected and not disbursed 
by the trustee. As to a life tenant, rent is said to accrue irom 
day to day. It will be noted that on the death of an owner de- 
vising realty the rents are not adjusted, while on the death of a 
life tenant having an enjoyment of the same property the rent 
is adjusted to the date of the death of the life tenant. These 
opposite methods of adjustment of rents, in the event of the death 
of an owner of realty and in the event of the death of a life 
tenant having an interest in realty or held in trust for such life 
tenant, should be noted. 

18. Where agricultural property is held by a trustee in trust 
for a life tenant and remainderman, if authorized the trustee 
may cultivate the land—otherwise the trustee should lease the 
same for a cash rental or for usual shares of the crops raised by 
the lessee ; or the trustee may allow the life tenant himself to cul- 
tivate the land at his own cost. In the event of the death of the 
life tenant before the harvesting and disposal of any crops in 
the case of crop rental, then, although the interest of the life 
tenant in the trust estate is terminated, his legal representative 
is entitled to what would have been his share of the crops had he 
survived. In event of the death of the life tenant before harvest- 
ing and disposing of any crops, in case the life tenant himself 
shall cultivate the land, then, notwithstanding his death and the 
termination of the interest of the life tenant in the trust estate, 
his legal representative is entitled, at the expense of the estate 
of the life tenant, to continue the cultivation of the unmatured 
crops and promptly on maturity to harvest them and take the 
same as an asset of the estate of the deceased life tenant. The 
usual rule is that a lessee or tenant renting for a fixed period, on 
the expiration of such period has no right to continue in posses- 
sion of the leased premises and must remove from the premises, 
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with no right to return and cultivate the crop until it matures 
and then to harvest and remove it. This rule does not apply to 
a life tenant, since the continuance of his term is indefinite, and 
under the law in the event of his death his legal representative 
has the right to complete the cultivation of any crop that has 
been planted by the life tenant. This equitable rule as to life 
tenants in legal contemplation is necessary for his protection, as 
otherwise he would annually incur risk of losing the fruit of his 
industry in the event of his death. The foregoing rule does 
not apply to crops that grow from year to year without culti- 
vation. As to such crop, on the death of the life tenant this 
prospective interest therein if he had survived until the harvest- 
ing is lost, and his legal representative has no right thereto; in- 
stead such crop falls to the remainderman. 

19. Where a loan is made direct from trust funds held by 
a trustee and the loan is not purchased from a previous holder 
thereof, any commission paid by the borrower for the making 
of the loan and received by the trustee of a life tenant and re- 
mainderman should go to the life tenant and by the trustee 
should be credited to the income of the trust estate. The trustee 
legally is not allowed personally to accept and retain such com- 
mission. Where the loan has been placed through another and 
the trustee purchases the loan from a previous holder, the trus- 
tee for the life tenant and remainderman is not responsible for 
the commission, unless he should receive some portion or all of 
such commission ; and in the latter event he is responsible for the 
amount of commission received, and such amount should also 
go to the life tenant and by the trustee should be credited to the 
income of the trust estate. Where a loan held by a trustee for 
a life tenant and remainderman matures and is renewed by the 
trustee, any commission received by the trustee for such renewal 
should go to the life tenant and by the trustee should be credited 
to the income of the trust estate. The trustee legally is not al- 
lowed personally to accept and retain any renewal commission on 
loans held in trust. The principles above stated as to commis- 
sions on loans, likewise apply to investments in bonds by the 
trustee, where commissions are allowed the trustee on the pur- 
chase or extension of bonds. 

20. The life tenant of a trust estate having realty is entitled 
to the net rental income from the property. It is the duty of 
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the trustee to keep the improvements upon the lots in good repair 
and tenantable condition, and to pay the cost thereof out of the 
income of the trust estate; that is, the trustee out of the income 
of the trust estate must keep the property in as good order as 
when the same comes to the trustee under the instrument or will 
creating the trust, without deterioration except by ordinary wear 
and tear. A building necessarily depreciates by natural wear and 
tear from the moment it is completed and then so long as it re- 
mains standing. This natural depreciation affects the principal 
of the trust estate and finally falls on the remainderman receiv- 
ing the principal of the trust estate. This depreciation is un- 
avoidable and the trustee cannot be held therefor, nor can the 
life tenant. 

Where power is given the trustee so to do, and extensive 
alterations are made in the building, or the building is recon- 
structed, if such alterations or reconstruction do not add to the 
value of the building over its value before such alterations or 
reconstruction, then such alterations or reconstruction are not 
to be deemed an improvement to the building and increasing 
its value, although the premises so altered or reconstructed may 
thereafter be more readily let or leased. 

Where power is given the trustee and additions are made 
to the building, so that the value of the building is increased over 
its value before the additions were made, then the cost of such 
additions, not exceeding such increase in value, may properly be 
charged to the principal of the trust estate. The building as im- 
proved finally goes to the remainderman, on the termination of 
the interest of the life tenant. In the meantime the life tenant 
is entitled to the increased rental from the improved building ; 
later, when the remainderman becomes entitled to the trust estate, 
he will receive the principal of the trust funds, decreased by the 
amount invested in the building in making the additions to the 
building and increasing its value. The life tenant is properly 
entitled to the increased rent obtained by reason of such addi- 
tions to the buildings, since the amount of trust funds to earn 
interest is decreased by the aimount invested in making the addi- 
tions to the building. 

21. Should realty be devised or conveyed to or in trust for a 
life tenant and remainderman, the trustee or life tenant are not 
to do or allow acts which the law regards as waste of the prem- 
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ises. They are allowed only to use the property in the usual 
manner for like property ; that is, a dwelling for proper dwelling 
purposes, business property for lawful business purposes and 
agricultural property for agricultural purposes. In the use of 
agricultural property the life tenant is entitled to cut trees for 
wood for domestic use, as for fencing and for heating of his 
home thereon and to clear land for the purpose of cultivating 
the same, but is not allowed to cut timber for commercial pur- 
poses. In case agricultural property is let or leased to a person 
not a life tenant, unless expressly prohibited, such person is en- 
titled to cut wood for domestic purposes and to clear land for 
cultivation, but not to cut timber for commercial purposes. Al- 
though lands considered timber lands should be devised to or in 
trust for a life tenant and remainderman, yet, unless the life 
tenant is expressly authorized to cut timber for commercial pur- 
poses, he will not have authority so to do, as under the legal rule 
stated his doing so without express authority is legal waste of 
the property. Unless expressly authorized, a life tenant has no 
right to open a mine or mines upon property in which he has a 
life tenancy. If at the creation of the life tenancy there is an 
existing mine on the property, the identical mine may be con- 
tinued by the life tenant at his expense and for his profit during 
his life tenancy ; but the life tenant is not allowed to open other 
mines upon such property. Where a mine is open and the prop- 
erty is placed in trust for a life tenant, it is conclusively assumed 
that the use made of the mine will be continued by the life tenant, 
and such use is permitted. 

22. As has been stated, the life tenant of a trust for a life 
tenant and remainderman is generally entitled to the entire net 
income produced by realty held in trust. However, where the 
interest in realty held by the trustee is a ground lease and the 
property leased thereunder is occupied by a tenant or sub-lessee, 
the life tenant is not entitled to the full income received from the 
tenant or sub-lessee, after deducting merely the ground rent from 
time to time and other proper charges required by the terms of 
the ground lease. If the ground lease is limited to a number of 
years, within the expectancy of life of the life tenant, so that 
should the life tenant live his expectancy in full, and in the mean- 
time receive all of the rental payments from the tenant of the 
premises, and out of the rents paid by the tenants no deduction 
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should be made other than the mere ground rent and other 
charges specified in the ground lease, then at the expiration of the 
ground lease and during the life tenancy the ground lease would 
expire and thereafter have no value. Under such circumstances 
it would be a legal wrong on the remainderman to allow the life 
tenant to enjoy the full income from the tenant, without making 
provision for the protection of the interests of the remainder- 
man in the ground lease. The remainderman should be pro- 
tected in either of two ways, to wit: First, the ground lease may 
be sold by the trustee for its reasonable value, such value to be 
determined by proper appraisement, the appraisers to take into 
consideration the rental received from the tenant or sub-lessee, 
in excess of the rental under the ground lease and charges therein 
required to be paid by the ground lessee, and the condition and 
desirability of the improvements upon the land. After sale, the 
proceeds should be held for the remainderman and credited to 
principal of the trust estate, and should be properly invested by 
the trustee so as to produce an income. The income on such pro- 
ceeds should go to the life tenant from time to time and by 
the trustee should be credited to income of the trust estate. Sec- 
ond: The value of the ground lease may be determined by ap- 
praisement, in like manner as aforesaid, and the trustee may 
periodically set aside as a sinking fund, out of the rental de- 
rived from the tenant or sub-lessee, such amounts as at the expi- 
ration of the ground lease will equal the appraised value of the 
ground lease at the beginning of the trust under the instrument 
or will creating the trust. The sinking fund installments reserved 
from time to time should be held for the remainderman and cred- 
ited to principal of the trust estate, to be from time to time prop- 
erly invested by the trustee. The income on such sinking fund 
investments should go to the life tenant from time to time and 
by the trustee should be credited to income of the trust estate. 
The foregoing principles of adjustment between life tenant and 
remainderman have been applied to a limited lease of a coal 
mine, but have been held not to apply to a perpetual lease of such 
mine. 

The foregoing adjustment between the life tenant and re- 
mainderman should also be made as to property that wears out by 
the use thereof. In the latter case no fixed period could be the 
basis of the appraisement, and instead the appraisers would have 
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to estimate the probable life of the property and then make their 
calculations accordingly, after allowing fair amounts for repairs 
and other necessary expenditures with respect thereto. 

23. Costs of repairs during the life tenancy upon improve- 
ments on realty held in trust for a life tenant and remainderman, 
made under the duty of the life tenant to keep the improvements 
in repair, should be borne by the life tenant and by the trustee 
charged to income of the trust estate. In the event any such re- 
pairs shall not have been paid for and the life tenancy shall termi- 
nate by the death of the life tenant, the cost thereof should 
nevertheless be borne by the life tenant, the remainderman being 
entitled on the termination of the life tenancy to receive the 
premises free of any charges imposed thereon by the life tenant. 
It may be suggested that any repairs made immediately before 
the death of the life tenant can be of no benefit to the life tenant ; 
yet the life tenant cannot know that his interest in the property 
will terminate and he must perform his duty as to making re- 
pairs from time to time as occasion may arise to keep the prog- 
erty in good repair and tenantable condition, and the uncertainty 
that he may not survive to get the benefit of any repairs is legally 
no relief from the performance of his duty. He enjoys the bene- 
fits and must assume the legal burdens of his life tenancy. 

24. In a trust for a life tenant and remainderman, as in other 
trusts. it is not an absolute legal duty on the trustee to insure the 
improvements of realty owned by the trust estate, since the life 
tenant and the remainderman, as a matter of law, have an insur- 
able interest in the property and may do their own insuring, if 
they desire insurance. In the present time it is common for the 
trustee to insure the improvements against fire and wind storms, 
although the trustee is not expressly directed so to do, and courts 
look with favor upon the protective act of the trustee in insuring 
improvements of realty held in trust. Where the trustee is di- 
rected to insure, it is his duty and he must insure. Where a trus- 
tee insures improvements, he must use his discretion in determin- 
ing the amount thereof. All premiums paid for insurance of 
improvements on realty owned by the trust estate is an expense 
chargeable to the life tenant, and the trustee should pay the 
premiums out of the income of the trust estate. Insurance car- 
ried by the trustee is considered to be for the benefit of both 
the life tenant and remainderman, and in case of loss the pro- 
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ceeds of the insurance should be applied to the repair of the 
improvements damaged or to the restoration of the iznprovements 
destroyed. Where a life tenant insures his interest in the im- 
provements of realty of « irust estate, it is usually optional with 
him to expend the amount in repair or restoration of the improve- 
ments damaged or destroyed; likewise as to the remainderman. 
Where a trustee collects the proceeds of insurance, if it is not 
advisable to restore the improvements destroyed, the trustee will 
consider the proceeds as belonging to the principal of the trust 
estate and invest the same, retaining the proceeds in the estate 
for the remainderman and in the meantime paying the income 
thereon to the life tenant. In case of a trust having a valuable 
business lot, and the estate not having sufficient funds to replace 
a building destroyed and erect a suitable business building, and 
it is determined by the trustee to erect a smaller building on the 
lot, so as to keep it reasonably productive, in which event it would 
not be necessary to expend all of the proceeds of any insurance 
in replacing the building destroyed, the trustee should credit to 
and hold in principal of the estate any surplus of such proceeds 
remaining, and such svyplus should be invested as other trust 
funds and the income thereon should be credited to income of the 
trust estate and from time to time paid to the life tenant with 
other income. In case of such a trust having a valuable busi- 
ness lot and other funds, in the event the trustee within his 
authority should determine to erect a proper business building 
in place of a building destroyed, the cost of the new building in 
excess of the proceeds of the insurance on the old should be con- 
sidered as an investment in the new building of part of the princi- 
pal of the estate and should be charged to principal of the trust 
estate. Where the cost of repairs or reconstruction is equal to 
the proceeds of the insurance, the matter takes care of itself and 
legally it is immaterial whether the proceeds be credited to income 
or principal, so long as the expense for the repairs or reconstruc- 
tion are charged to the same account in which the proceeds are 
credited. 


(To be continued) 











The Broader Field for Certified Public 


Accountants * 
By HerBert G. STOCKWELL 


Beside the quality and quantity of the character of an ac- 
countant, an important consideration in the present day is the 
quality and quantity of the knowledge of business affairs which 
he possesses. 

To the ordinary business mind the initials “C. P. A.” mean 
nothing more than that the possessor is an expert bookkeeper, an 
accountant who can manage to “check up” business books and 
detect clerical and fraudulent errors. Much as I deplore unfa- 
vorable opinions regarding our interesting profession, I cannot 
escape the conviction that some truth exists in this estimation of 
the services of expert accountants. Some of us, it is true, are 
being called upon for assistance in larger matters not even re- 
motely relating to the bookkeeping of the business of our clients, 
but these are the few. The majority do not see spread before 
them the vast harvest of opportunity, ripe for the useful serv- 
ices of trained advisers. 

To those who do see this opportunity there is presented a 
serious question—a question which, if considered from one of 
the two opposite viewpoints, shakes the very foundation of our 
profession and threatens upheaval of accepted conceptions of the 
duties of certified public accountants. I now refer to the duties 
that the willing and able accountant may assume which in them- 
selves are no part or parcel of expert bookkeeping, as ordinarily 
understood. 

Let us get hold of the idea without further introduction. In 
the minds of thousands of manufacturers to-day is the term 
“ Scientific Management ” as applied to business operations. If 
a client comes into our office and asks what we can do for him in 
the way of improving his operating conditions, shall we as certi- 
fied public accountants turn him away because, forsooth, we could 
only get half the story from an examination of the books? Shall 
we turn him over to new-born specialists, some of whom will 
not scruple to tell him that in their methods only he will find the 
complete cure for his disease? 


*An address delivered at a meeting of the Pennsylvania Institute of Certified Public 
Accountants, February 23, 1911. 
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Whether quack or genuine genius, the specialists usually walk 
off with the prizes, carrying them from under our very noses 
because we do not know how to handle anything at all unless we 
can find some figures representing that thing in a trial balance. 
Ought we to let business so easily caught and retained slip away 
into the hands of others? As a matter of fact, these gentlemen 
who possess various methods of stimulating and increasing busi- 
ness are ousting us from our natural fields. 

Perhaps part of my criticism of the present condition should 
be leveled at the accountants who by indolence permit the growth 
of these special professions in their very midst. 

As an illustration of this point, a firm of accountants recently 
audited for the first time a set of books which had just prior to 
the audit been “systematized” by a prominently advertised 
“system specialist,” who received the sum of $3,000 for doing 
what these accountants tell me could have been much better per- 
formed by any of their men for about one sixth of the amount 
paid. Now, why is it that business men do not turn to us for 
such things? Why do they not, without hesitation, appeal to us 
when they want special investigations into factory and general 
management methods? 

Is it because we are unworthy? Is it because such matters 
are not within our province? Should we at once disown the 
ability to be of help to business men in any other ways than those 
represented by figures somewhere to be found in a double entry 
system of books? Perhaps I am entirely wrong in trying to dis- 
turb our methods of doing business. Perhaps we ought to be 
content to remain as auditors only, occasionally certifying to a 
balance sheet, with the satisfied thought that here at least is an 
opportunity to show our necessary presence in business society. 
Here is at least a place where many business houses and banks 
depend upon our sterling integrity and worth. 

Let this not take too deep root in your minds. Go down to 
the bank and ask them what they think of your certificate. 
What does it amount to? It cannot be said to be a statement 
of asset values and real net worth. It does not represent a con- 
cern’s true financial position. It is simply a copy of his books 
with perhaps some glaring bookkeeping inconsistencies corrected. 

Now if I am wrong in my ambitions for the profession, I am 
very wrong indeed, for I am so viewing the position of the pro- 
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fessional accountant in business society that I cannot think of him 
as a mere promoted bookkeeper. If you agree with me that he is 
more than a bookkeeper you must go as far as the natural con- 
clusion will carry you. As I see it the extremely large field of 
opportunity for the expert accountant is bounded only when we 
reach the legitimate realm of the lawyer on one side and the 
engineer on the other. Both of these classes of professional men 
have quite well-defined sciences in which to practice. They are 
both, particularly the engineer, inclined to regard accountants as 
mere tools to be used in furtherance of their own aims and occu- 
pations. 

The business man is to-day confronted with a multitude of 
problems arising out of the complex conditions of society, poli- 
tics, and business. He is seeking expert counsel. If the account- 
ant, who ought to be able to read his affairs from the secrets dis- 
closed in the figures on his books, possessed but half the in- 
genuity of those whose advice is based upon much less sure 
foundations, the way would be barred against all those of lesser 
qualifications by whatever name or description they are called. 

With thousands of facts regarding all phases of business 
burning into their minds, why should not accountants be well able 
to advise clients upon any phase of business? Can it be true 
that we, too, like our clients, have got into ruts? Can it be true 
that we allow each day to go by in the simple pursuit of the ordi- 
nary audit demands made upon us? Have we, who can see 
the defect in others, so blinded ourselves by humdrum duties that 
we cannot feel the importance of constant study and improve- 
ment when these lead so directly to higher things and larger 
opportunities ? 

I do not believe that this is true. I deny that inherently we 
are inferior to those who are seizing the goiden epportunities so 
listlessly regarded by us. Let us awaken to the need of more 
knowledge and more intelligent activity that we may be of better 
use to the groping business man. 

Some of us have realized that to move on and up, the expe- 
rience acquired in the ordinary audits is not enough. Systematic 
study of matters not immediately at hand in the form of a paid 
investigation, must be undertaken by each one of us who wishes 
to graduate in the public mind from the expert bookkeeper class. 
But individual consistent study is hard for the unaccustomed 
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mind. When the day’s work is done, it is extremely irksome to 
take up at home more work. 

Until the appetite for research is aroused, it goes very much 
against the grain to refuse social engagement for the insatiable 
monopoly of study. In order to lessen the drudgery of the be- 
ginning of cultivation of the mind, I have proposed that this 
Pennsylvania Institute of Certified Public Accountants undertake 
this higher education in the form of a post-graduate course of 
lectures, each member of the Institute being the professor for 
the time being of the subject undertaken for special study. 

Seriously, my brothers, we must organize some course of 
systematic self-help by which we can all both contribute and 
receive the intormation needed to round us out into competent 
advisers to our clients. We must acquire enough of the princi- 
ples of practical economics to help our clients in the efforts to 
eliminate wasted time and materials in the operation of indus- 
tries, either public or private, in which they are interested. We 
must cultivate a knowledge of business men and methods to such 
an extent that we may extract the good principles from the con- 
duct of business from tried-out practices. We must do this 
before the trouble arises and not content ourselves with the pick- 
ing over of the dry bones left to us after the collapse of an 
enterprise. 

New forms of industry are appearing on the horizon every 
hour and old methods are becoming discarded for their very 
wastefulness. How shall we forestall the event except by study? 
I urge upon all accountants, and particularly the members of the 
Institute, to prepare themselves to occupy the field of expert 
advisers of the business man who is to-day confronted with 
problems which the accountant should best be able to solve. 

In the air to-day is the term “ scientific management” of 
operating industries. Not one thousandth part of the demand for 
those who are able to assist manufacturers can possibly be sup- 
plied by the real experts now in the field. 

Why should not you, my brothers, get above and beyond your 
books to a sufficient extent to study the practical parts of the 
actual operations and so educate yourselves that you may be 
ready to fill a demand for services now being partly filled by 
men who have had to begin with hardly one tenth of the advan- 
tages which you now possess? 
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The Pro-rating of Distribution Expense to 
Sales Orders 


By Georce E. Frazer, A.B. 


Instructor in Business Administration, The University of 
Wisconsin 


THE Cost oF DISTRIBUTION 


Many accountants are accustomed to speak of the “ cost to 
make” and the “cost to sell,” as if the cost to make plus the 
cost to sell an article were the total cost-of the article. The term 
“cost of production” is used here rather than the term “ cost to 
make,” since the cost of a manufactured article includes not 
only the cost of the processes entering into its production, but 
also the cost of the materials of which it is composed, and the 
word “ production ” is here used in a special sense to comprehend 
the purchase of the materials as well as the manufacturing proc- 
esses. The term “cost of distribution ” will be used in this dis- 
cussion rather than the term “ cost to sell.”” The cost to market 
the manufactured product includes not only the cost to sell, but 
also the cost to store, pack, and deliver, and the cost of collect- 
ing the proceeds of the sale. 


IMPORTANCE OF THE Cost OF DISTRIBUTION 


A great deal of attention has been paid to production cost, 
especially in America. Production cost is being studied by prac- 
tically every manufacturer of importance, not simply to find the 
cost to produce as a basis for fixing prices, important as that is, 
but also as a means toward the betterment of economy and effi- 
ciency in factory operations. On the other hand, but little atten- 
tion has been paid to the cost of distribution. The reason for 
this neglect lies in the fundamental difference between produc- 
tion and distribution. Production is a series of tangible activities 
that can be, and have been, successfully approached from the 
standpoint of the well-worked-out principles of engineering and 
commercial accounting, as well as from the less well-defined field 
of business administration. The production processes, espe- 
cially in the older industries, have become very largely standard- 
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ized. On the other hand, the principal distribution factors— 
selling campaigns, advertising, and credit administration—are 
personal and psychological in their character and do not admit 
of standardization. As a result, the tendency has been to include 
distribution expenses as items in the indirect expense of produc- 
tion rather than to consider them as distinctly separate costs.* 

Commercial accountants have to a certain degree recognized 
the importance of a close scrutiny of distribution expense by set- 
ting up a Trading account or section in their annual profit-and- 
loss statements. Form 1 illustrates such a Trading account. It 
will be noted that the information given by the items in such a 
Trading account is so general as to have but little value in the 
reorganization of distribution methods for economy and eff- 
ciency. It will be noted further that the conclusions presented 
by such a Trading account have reference simply to total trading 
expense and to gross profits, or the “ turnover,” on goods sold. 
The Trading account, therefore, presents no information as to 
the profit secured, because of the increased efficiency or economy 
due to any particular distribution method. 


Form I 


Trading Account, The Smith Company, for Year ending Dec. 31, 1911 











To Balance brought down By Sales. ..... $0,000.00 
from Manufacturing Less Returns 000.00 $0,000.00 
0 EE OES $0,000.00 | Unexpired In- 
Advertising.......... 000 . 00 surance on 
Salaries of Traveling Merchandise.......... 000.00 
cs Atta Sriidid Soucie 0,000 . 00 
Freight Outward. .... 000 . 00 
Insurance on Merchan- 
| eee 000 .00 
{Gross Profit on Trad- 
Michevecavueadeee 000 . 00 
$00,000 .00 $0,000 .00 





ELEMENTS IN THE Cost OF DISTRIBUTION 


The cost of distribution includes all the elements of expense 
connected with the article from the time it comes into the hands 
© See “ Nicholson on Factory Organization and Costs,”’ p. 28. 


t Cf. “* Modern Accounting,” by Henry Rand Hatfield, Chapter XV. 
t Carried to Credit of Profit and Loss Account. 
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of the distributor in its final marketable form to the time when 
it is paid for by the buyer. If the distributor is not the manu- 
facturer of the article, then the production cost of the article 
from the standpoint of the distributor includes both the price paid 
to the manufacturer or jobber for the article and the expense in- 
curred in its purchase from the manufacturer or jobber. 
The elements in the cost of distribution may be classified as 
follows: 
A. THE Cost OF SELLING. 
1. Cost of the space occupied. 
a. Rent. 
b. Heat. 
c. Light. 
d. Power. 
e. Janitor service. 


2. Cost of the use of furniture and fixtures. 
. Interest on investments.* 

. Depreciation. 

Rent of furniture and fixtures. 

. Repairs. 

. Insurance. 


oa 8 


x QO 


3. Cost of keeping the sales accounts. 
a. Salaries of bookkeepers. 
b. Supplies. 


4. Department executives. 
a. Salaries. 
b. Commissions. 
c. Expenses. 


5. Salesmen. 
a. Salaries. 
b. Commissions. 
c. Depreciation of samples. 
d, Expenses. 
(1) Traveling expenses. 
a. Railroad fares. 
b. Hotel bills. 
c. Sundry traveling expenses. 


* Cf. “ Factory Costs"’ by Frank E. Webner, Chap. XII. 
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(2) Miscellaneous expenses. 


a. Legal fees in closing contracts. 


b. Entertainment of customers. 
c. Sundry expenses. 


6. Sales department expense. 


7. 


a. Stenographers and clerks. 
. Extra help. 

Supplies. 

. Telephone. 

Telegraph. 

f. Postage. 


aan fo 


Advertising. 


B. Cost oF STorRING, PACKING, AND DELIVERING. 


I. 


to 


Cost of the space occupied. 
(As under A 1.) 


. Cost of the furniture and fixtures used. 


(As under A 2.) 


. Cost of keeping the department accounts. 


(As under A 3.) 
Department executives. 

(As under A 4.) 
Workmen and clerks. 

a. Direct. 

b. Indirect. 


. Materials used in 


a. Storage. 
b. Packing. 
c. Shipping. 


. Depreciation of goods 


a. In storage. 
b. In transit. 
Prepaid delivery charges. 
a. Mail. 
b. Express. 
c. Freight. 
d. Teaming. 
Department expense. 
(As under A 6.) 
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C. Cost oF COLLECTION. 

1. Cost of the space occupied by department. 
(As under A 1.) 

2. Cost of the furniture and fixtures used. 
(As under A 2.) 

3. Cost of keeping the department accounts. 
(As under A 3.) 

4. Department executives. 
(As under A 4.) 

5. Cost of securing information. 
a. Commercial agencies. 
b. Direct house representatives. 
c. Other sources. 

6. Cost of collecting otherwise than by regular credit 

department employés. 

a. Bank drafts. 
b. Commercial and collecting agencies. 
c. Salesmen’s collections. 


. Loss from bad debts. 


8. Cost of legal collections. 
a. Lawyer’s fees. 
b. Court fees. 
c. Other expense. 


N 


9. Credit department expense. 
(As under A 6.) 


D. GENERAL INDIRECT EXPENSE. 
(To be distributed over A, B, and C.) 


1. Cost of space occupied. 
(As under AI.) 


2. Cost of the furniture and fixtures used. 
(As under A 2.) 

3. Cost of keeping the general accounts. 
(As under A 3.) 


4. General officers. 
(As under A 4.) 


5. Other general indirect expense. 
(As under A 6.) 
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DISTRIBUTION ACCOUNTS 


Whenever it is possible, each of the elements in the cost of 
distribution should appear as a separate ledger account. In small 
concerns the sales, shipping, and credit departments are often in 
charge of the same general officers, using the same floor space, 
office furniture, bookkeepers, clerks, and stenographers. In such 
cases it is impracticable to keep departmental accounts with the 
elements used in common by the three distribution departments. 
These common elements should be kept as general indirect ex- 
pense accounts and their totals distributed among the depart- 
ments, in determining departmental costs. 

The clerical work involved in keeping many separate accounts 
can be lessened by keeping the accounts in multicolumnar voucher 
registers and in the total columns of special books of original 
entry. The increased clerical work is more than balanced by 
the interpretative value of the separate accounts. The work of 
preparing cost estimates is also greatly reduced when depart- 
mental accounts are kept with all the elements involved. 


ADVERTISING AS A SELLING COST 


Particular attention is called to the inclusion of advertising 
as a selling cost in the classification of distribution costs. This 
has been done because it is the common practice of public ac- 
countants to treat advertising as a trading expense. 

There are, however, two kinds of advertising. One kind is 
sometimes known as general publicity. This kind of advertis- 
ing is not primarily intended to bring direct immediate results in 
the form of increased sales to the advertiser; the usual purpose 
is to make the public acquainted with the brand and quality of 
the goods, and to induce consumers to buy from dealers. The 
other kind of advertising, for want of a better term, may be 
called direct advertising. Direct advertising has primarily for its 
purpose the securing of direct immediate results in the form of 
increased sales. Two examples of direct advertising are mail- 
order and retail advertising. 

It is generally agreed that direct advertising is a selling ex- 
pense. General publicity, however, is regarded as an asset item 
by some advertising experts. The contention of these experts is 
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that general publicity advertising is of the nature of an addition 
or betterment to the intangible assets of the advertiser, such as 
good will, patent rights, trade marks, copyrights, and trade secrets. 

In the consideration of advertising in this article the term 
“ advertising ” is used to mean that kind of advertising that can 
be considered unquestionably as a selling expense. 


THE Cost or SELLING 


All of the elements in the cost of selling except those classi- 
fied under Advertising and Salesmen are obviously indirect 
costs, in the sense of not being directly chargeable to par- 
ticular sales orders. The expenditures for advertising and 
salesmen are, for the most part, similarly indirect in that there 
is usually no direct causal connection between any particular ex- 
penditure for either purpose and any particular sales order. 

On first thought it would seem that the salary and expenses 
of the salesman who spends a certain period in securing a par- 
ticular order should be charged for that period to the order. 
But even under such conditions it must be taken into considera- 
tion that the salesman is employed not only to secure a particular 
order or orders, but also constantly to advance the good will 
of customers toward the house that he represents, so that 
his visits, whether resulting in immediate orders or not, may in 
the future result in business transactions. In this respect the 
labor spent directly in securing an order differs materially from 
labor spent directly in the production of the goods to fill that 
order. 

The difficulty found in attempting to charge expenditures for 
advertising and salesmen directly to particular orders arises 
from the fact that neither advertising nor salesmanship is a 
process expended upon the sales order secured. Advertising 
and salesmanship, in so far as they may be described as processes, 
are processes expended upon the mind of the buyer. The direct 
causal relation is between the advertisement or salesman and the 
buyer, and not between the advertisement or salesman and the 
goods sold. 


SALES AND ADVERTISING RECORDS 


No records can be devised, therefore, that will show advertis- 
ing and salesmanship as processes expended upon particular sales 
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orders in the same way that stock requisitions and labor tickets 
show materials and labor respectively to have been expended 
upon production orders. Special books of original entry can be 
devised for the recording of expenditures for advertising and 
salesmen according to the territories covered, or the particular 
article or articles advertised, or for which sales have been solic- 
ited, if advertising or salesmanship is concentrated upon particu- 
‘lar territories or particular articles. For example, in such a 
book the expenditures for salesmen can be compared with the 
amounts sold in their respective territories during a given period. 
But such a distribution must be regarded as an estimated distri- 
bution to territories rather than a direct charge to the terri- 
tories. This limitation must be borne in mind because in prac- 
tically no case is it possible to say that the expenditures for 
salesmen by territories and the sales by territories are pro rata. 
This is especially true when a comparison is being made of the 
expenditures for advertising and salesmen during a certain pe- 
riod and the sales by territories or lines of goods during that 
period. For example, the sales made by Salesman Jones during 
any week may have been the result of previous visits, and of 
advertising, correspondence, and other negotiations, rather than 
simply of the efforts of Salesman Jones during the week under 
consideration. Concerns often incur considerable expense for 
the express purpose of securing a special or introductory order. 
[f the order is a special one and is secured for its cwn sake alone, 
then these sales expenses are directly chargeable to the order. 
3ut if the order is secured as an introductory step for larger 
transactions or permanent business in the future, then it is not 
fair to charge the extra sales expenses to the introductory order 
alone. 


PRO-RATING SALES EXPENSE 


Practically every expenditure made on account of the cost of 
selling must, therefore, be pro-rated to sales orders. No en- 
tirely satisfactory basis for this pro-rating has been devised. 
The following methods are worthy of consideration. They are 
named according to the basis for pro-rating assumed by each 
one: 

1. The production cost method. 
2. The sales price method. 
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3. The actual price realized method. 
4. The average price realized method. 


The most common methods pro-rate the sales cost for any 
period to the sales orders for that period on the basis of either 
the production cost or the selling price of the goods sold. 

The production cost method of pro-rating sales expense is 
fundamentally unsound.* There is a clear line of demarcation, 
both economically and from the standpoint of business adminis- 
tration, between the cost of production and the cost of distribu- 
tion. The cost of producing a newly patented machine may be 
inconsiderable compared to the cost of distributing it. The con- 
cern manufacturing and selling the newly patented machine may 
also manufacture and sell standard machines for which the cost 
of production is very much greater than the cost of distribution. 

The sales price method of pro-rating sales expense is also 
from its nature inaccurate in application. Add to the illustration 
given in the preceding paragraph the additional presumption 
that the newly patented machine and the standard machine both 
sell for the same price, and the inaccuracy of the sales price 
method becomes apparent. Nor is the sales price method more 
accurate where the articles sold are all standard, since in that 
case the sales price will be the same in all territories, notwith- 
standing the fact that each territory very likely differs from the 
other territories as to selling conditions. Furthermore, the sales 
price method is usually unsound, in that the sales prices are 
themselves determined partly with a view to their acting as sell- 
ing inducements. 

Both the sales price and the production cost methods become 
close estimates when applied to sales expense pro-rated accord- 
ing to particular lines or by territories or by both. Such pro- 
rating is feasible, however, only where the articles sold are few 
in number, or differ distinctly as to character, or where the 
market is naturally divided into distinct territories. Any arbi- 
trary division into “lines” or territories will of itself result in 
inaccurate pro-rating of sales costs, since the effects of general 
sales efforts cannot be arbitrarily segregated. 

A somewhat more accurate pro-rating than that usually ob- 
tained under either the production cost or sales price method 








* See ‘* Production Factors,” by A. Hamilton Church, p. 174. 
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can be obtained by using the actual price realized as the basis 
for pro-rating. The actual price realized is the sales price less 
discounts given for quantity orders or for cash or for favorable 
terms, less prepaid freight and express charges, and less any 
special inducements made to secure the order. These subtrac- 
tions from the sales price often, but not necessarily, equalize dif- 
ferences between selling conditions in different territories and for 
different articles. Fluctuations due to competitive markets may 
be equalized by using the average actual price realized for each 
article over a comparatively long period as the basis for pro- 
rating to particular orders, rather than the actual price realized 
for the articles in the sales order to which the pro-rating is being 
made. 

The four methods discussed are simple in application, since 
they treat the cost of selling as a gross charge. To illustrate the 
application of the methods let us assume that the August cost 
records of The Ames Distributing Company give the following 
data : 


ee as ii ie ie ich sae eenat bee ceva’ $2,400 
Peet@mection cnst of goods anld ..... ccccccscccccdess 7,200 
I NN A UE, II nnn. 5 sa cine vccdcuiteessienccewen 12,000 
Actual price realized from goods sold .............. 9,600 
Average price realized applied to August sales ....... 10,000 


The August records include the following data concerning 
sales order No. 726: 


i i i OD oo. ices assnn ceasdeerancaecnened $180 
PE OD oc eicarecevdssscvedecevatnecsensinss 240 
Actual price realized from sale of 726 ...............5. 210 
Average actual price on articles similar to those included 
a ai cis cine bea sneeseaeensenen 220 


Production Cost Method.—Total selling expense ~— Produc- 
tion cost of goods sold = Rate. Production cost of order X 
Rate = Share in selling expense chargeable to order. 

$2,400 + $7,200 = 338% $180 X 338% = $60 


Sales Price Method.—Total selling expense ~ Sales price of 
goods sold = Rate. Sales price of order X Rate = Share in 
selling expense. 

$2,400 + 12,000 = 20% $240 X 20% = $48 
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Aciual Price Realized Method.—Total selling expense + Ac- 
tual price realized from goods sold = Rate. Actual price real- 
ized from sale of order X Rate = Share in selling expense. 


$2,400 + 9,600 = 25% $210 X 25% = $52.50 


Average Price Realized Method.—Total selling expense + 
Average price realized appi:ed to sales of period = Rate. Aver- 
age price realized of articles listed in sales order X Rate = 
Share in selling expense. 


$2,400 + 10,000 = 24% $220 X 24% = $52.80 


The most accurate results are obtained in pro-rating indirect 
production expense when a rate is set up for each process in- 
volved in the production.* The same principle cannot be ap- 
plied to the pro-rating of sales expense, for the reason that a 
sale is not composed of distinct processes. The tendency to-day 
is to regard advertising and salesmanship, for example, as com- 
ponent parts of a sales compaign rather than as separate de- 
partments of a business. The mental decision of the buyer to 
give an order for goods may be secured by a concentration of 
various selling forces, but it does not result from the systematic 
application of successive sales prdécesses in the same way that a 
production order is produced by production processes. 


THE Cost oF STORING, PACKING, AND DELIVERING 


The cost of the space occupied, the cost of the furniture and 
fixtures used, the cost of keeping the storage, packing, and ship- 
ping accounts, the salaries of department executives, department 
expense, and the indirect labor of workmen are not chargeable 
directly to particular orders delivered, but must be pro-rated 
among them. The cost of the materials used in the storage of 
finished goods, and the depreciation of goods in storage are like- 
wise indirect charges. 


* Cf. “ The Proper Distribution of Expense Burden,’’ ch. 3, by A. Hamilton Church. 
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ForM 2 


Distribution Cost Sheet 


Ge arian im shee eanemaatadbed be > areue dae’ Sales Order No......... 
dt Kate Dale x: 6b nici Hair hce di@'d wae ean hl eterna ne eee ke kee eee 0 
dda. OW igre bine nee aes xis Paes Th. o's, acne ded cecaslalbis a 
Date Date Salesman Territory 
Production Order Date Date Date 

Sey Aer rere Sa dl he 





A.—Cost of Selling 
I.—Direct 
1.—Direct Wages. ..............-205. 
2.—Direct Expense...............000- 
II.—Indirect 
Rate. 


B.—Cost of Storing, Packing and Delivering eae te 
I.—Direct 








1.—Labor of Packers.................. iciliaanioeailarail 
eo er  Seeeemece 
3.-—Depreciation and Breakage in Transit|___-_ 
oe . 2. et La 
If.—Indirect. 
ar ee en eee 
C.—Cost of Collection 
I.—Direct 
1.—Direct Commercial Agencies........ = 
2.—Direct Wages of House Representa- 
MNS 62 RE CE Aw has ehw eS Aes cones 8 eee 
3.—Direct Expenses of House Representa- 
rate CR ah ate: da wre a acscracak qutintaienaes . 
sella Aig atc. b eas iad a's ance eo ee 
Rate 7 
D.—General Indirect Expense 
Rate nities 
Total Sales Cost. 
Sales Price $.....:.... 0 Ee ag 
Deductions .......... Production Cost....}| 
Le ee 
Realized Jali bite ee 








The labor of workmen incident to the packing and shipping 
of a sales order is a direct charge to the order. This charge 
may be made by posting to a sale cost sheet for the order from 
the time tickets of the workmen so employed. (See Form 2.) 
The materials used in packing and shipping a sales order are 
likewise direct charges to the order. This charge can be posted 
to the sales cost sheet of the order from the requisition for the 
material. The depreciation of goods in transit and the value of 
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goods broken or lost in transit are also direct charges to the 
particular sales order involved. Prepaid delivery charges are 
always direct charges to the sales orders concerned. Except in 
small concerns the direct charges in packing and shipping sales 
orders are of sufficient importance to warrant the keeping of sim- 
ple sales order cost sheets. (See Form 2.) Where sales order 
cost sheets are not maintained, it is advisable to treat even the 
direct charges as if they were indirect, and to pro-rate them ac- 
cordingly. 


PRO-RATING STORAGE, PACKING, AND DELIVERY EXPENSE 


No satisfactory method for the pro-rating of the indirect ex- 
pense of storing, packing, and delivery has been devised that is 
applicable to all distributors. Four methods are worthy of con- 
sideration. The methods are: 

1. The production cost method. 

2. The sales price method. 

3. The carriage charge per mile method. 
4. The cubic foot pound method. 


Both the production cost of an article and the sales price that 
it is expected to bring have an important bearing upon the amount 
of expense incurred in storing, packing, and delivering it. In 
the case of jewelry manufactured to order, for example, the 
production cost of the article in any particular sale will deter- 
mine to a large extent the expense incurred in storing, packing, 
and delivering it. In such a business, production cost may be a 
satisfactory basis for the pro-rating of the indirect expense in- 
curred in storing, packing, and delivering. On the other hand, 
the distributor of standard jewelry may incur the greater part 
of the expense incident to the storage, packing, and delivery of 
his goods for the effect that superior methods have upon the 
sales prices received for the goods. Accordingly in the latter 
business, the sales price may prove to be a satisfactory basis for 
the pro-rating of such expense. 

In general, however, the cost to store, pack, and deliver the 
articles comprising a sales order will depend upon: 


1. The size of the articles. 
2. The weight of the articles. 
3. The shipping classification of the articles. 
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This information may be easily obtained. The packing clerks 
may be required to enter on packing slips the number, size, and 
weight of articles packed by them or under their direction, for 
particular sales order. The shipping classification of the articles 
is determined by the receiving agent of the carrier, and is en- 
tered on the bill of lading given to the shipper. 

The shipping classification of articles is determined by the 
carrier in order to provide a basis for the fixing of the rates of 
carriage. The elements taken into consideration by the carrier for 
this purpose are frequently fairly indicative of the cost to store 
and to pack, as well as of the cost to deliver the articles concerned. 
The carriage charges on the articles comprising a particular 
sales order are, therefore, satisfactory in many lines of business 
as a basis for pro-rating to the order the indirect expense of stor- 
ing, packing, and delivery. The chief inaccuracy in this method 
of pro-rating comes from the fact that the carriage charges for 
various orders differ according to the varying distances of car- 
riage as well as according to the shipping classification of the 
goods carried. This objection can be overcome by the following 
procedure : 


1. Divide the carriage charges for each sales order by the 
number of miles it is carried, to find the charge for carrying the 
order one mile. 

2. Add the charges per mile for carrying the various sale 
orders of the period under consideration. 


3. Divide the storage, packing, and delivering expense of the 
period by the amount found in (2). This gives the rate. 

4. Multiply the cost of carrying any particular sales order 
for one mile by the rate, to determine the share in the indirect 
expense of storage, packing, and delivery that the order is to bear. 


The application of the carriage charge per mile method, 
although essentially simple, requires a considerable amount of 
computation. For illustration, let us assume that the storage, 
packing, and delivery expenses of The Special Machine Com- 
pany amount in August to $600. During August five orders are 
shipped. Order No. 1 is shipped 80 miles at a carriage cost of 
$60. Order No. 2 is shipped 70 miles at a carriage cost of $84. 
Order No. 3 is shipped 100 miles at a carriage cost of $48. 
Order No. 4 is shipped 280 miles at a carriage cost of $210. Or- 
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der No. 5 is shipped 18 miles at a carriage cost of $28. The 
charges for carrying each order one mile are as follows: 


Order No.1 60+ 80=$ .75 
2 84+ 7Oo= 1.20 
3 48+100— .48 
4 210+ 280=> .75 
5 2+ 18> 1.56 


Adding the charges per mile for carrying the various orders 
($.75 + 1.20+.48 +.75 + 1.56) gives $4.74. Dividing the 
storage, packing, and delivery expense of the period by this sum 
gives $126.58 as the rate. Under the carriage charge per mile 
method the share of the storage, packing, and delivering expense 
that order No. 1 should bear is found by multiplying the charge 
for carrying order No. 1 one mile by the rate. 


$ .75 x 126.58 = $04.94 


In a preceding paragraph it was stated that the elements 
taken into consideration by the carrier in fixing shipping rates 
are frequently fairly indicative of the cost to store, pack, and de- 
liver. The railway and express companies’ classification of rates 
with respect to many articles, however, is not indicative of the 
relative cost to store and pack them. When that is true, the 
carrier’s charge per mile is not a desirable pro-rating basis. In 
such cases the articles are often similar in shipping characteris- 
tics, but differ as to storage and packing expense, because of 
varying sizes and weights. Where the difference in storage and 
packing expense arises because of varying sizes and weights, a 
composite basis of “ cubic foot pounds ” may be advantageously 
used as the basis for pro-rating. The cubic space in each packed 
article is multiplied by its weight, to find the number of cubic 
foot pounds that it represents. The total indirect expense of a 
period is divided by the total number of cubic foot pounds in the 
articles comprised in the sales order for the period, to determine 
the rate. The number of cubic foot pounds in each sales order 
is multiplied by this rate to determine the share in the indirect 
expense of storing, packing, and delivering that each order is to 
bear. 

The four methods just discussed treat the indirect expense of 
storing, packing, and delivery as a gross charge. It is possible 
to conceive of storing, packing, and delivery as composed of sepa- 
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rate processes. For example, storage may be thought of as com- 
posed of the following processes: 


1. Placing in storage. 


2. Maintenance in storage. 
a. 
Ie 


€. Ge. 


3. Taking from storage. 


The processes in packing and delivering are even more dis- 
tinct. Nor is anything lost from the conception because of the 
fact that certain delivery processes are purchased outright from 
drayage, warehouse, railroad and express companies. Each of 
these processes can be regarded as a unit, and charged with a 
share of indirect expense by the same methods as those usually 
presented in the discussion of the production process rate meth- 
ods. The chief difficulty in doing this arises from the fact that 
the storing, packing, and delivering processes have not become 
standardized in many businesses, as have the production proc- 
esses. It goes almost without saying that in the majority of in- 
dustries these processes should be standardized, for the sake of 
the resultant efficiency and economy of operation. But it is 
equally true that the cost accountant cannot use process rates 
in the pro-rating of indirect storing, packing, and delivering ex- 
pense unless either he or others successfully standardize such 
processes in practice as well as in theory. Most large concerns 
have already standardized the processes in their stores and ship- 
ping departments. Where this has been done, and especially 
where the volume of shipments is large, the process rate methods 
should be introduced. The operation of the fixed and of the 
variable process rate method for the distribution of the indirect 
expense of the stores and shipping departments is the same as in 
the case of the production process rate methods. 


THE Cost oF COLLECTION 


The cost of securing information concerning particular debt- 
ors in connection with particular sales orders, and the cost of 
legal collections are direct charges to individual sales orders. 


40 














The Pro-rating of Distribution Expense to Sales Orders 


(See Form 2.) The other items under the cost of collection are 
indirect charges. 

The cost of securing information, whether from the reports 
of such commercial agencies as Bradstreet’s and Dun’s or from 
the reports of special representatives engaged wholly or in part to 
collect credit information, is, like the cost to advertise, for the 
most part indirect. Only when expense is incurred for the 
specific purpose of securing information concerning a particular 
debtor in connection with a particular sales order is the expense 
directly chargeable. 

Legal collections, on the other hand, are for the most part 
direct expense. However, if a collection is undertaken by the 
aid of the courts in the case of one debtor, for the beneficial 
effect such forced collection may have upon similar debtors, then 
the expense is, of course, an indirect charge. 

The cost of collection resembles the cost of selling, and dif- 
fers from the cost of storing, packing, and delivering in that it 
cannot be considered a combination of distinct processes. Credit 
relations are not manufactured by processes, but grow out of 
an environment that is the composite result of the credit cam- 
paign consciously or unconsciously conducted by the credit de- 
partment through all the avenues of the business. 

The cost of collection is, therefore, a gross charge, and should 
be pro-rated as such. No more satisfactory basis can be devised 
for the pro-rating of indirect collection expense to a particular 
sales order than the amount of the order. It is true, of course, 
that some orders require a great deal more attention from the 
credit department than others. However, the credit situation 
developed and maintained by the close scrutiny of the financial 
condition of particular debtors operates in the more prompt set- 
tlement of accounts by all the debtors of the business. 


GENERAL INDIRECT EXPENSE 


Two general methods may be outlined for the pro-rating of 
general indirect expense. Under the first of these methods gen- 
eral indirect expense is pro-rated to the three distribution depart- 
ments on the basis of the proportion between the indirect ex- 
pense of each distribution department and the total indirect ex- 
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pense of the distribution departments. This method is illustrated 
in the following data: 


March sales department indirect expense ............. $2,000 
March distribution department indirect expense ....... 4,000 
IIIS alias cad coke atlas oocwasivesiiacse scene 
March general indirect expense ................0e000 1,000 
March general indirect expense distributed to the sales 
GOOIIOE, © GE BUND OE oo ss once ccnccccécccese 500 


Total indirect expense of the sales department for 
March, including share of general indirect expense, 
SE OE ce cates nee hdiuenwadapmeeneeenee’ 2,500 


The total indirect expense of each distribution department, 
including its share of general indirect expense, is then pro-rated 
to the sales orders by the particular method of pro-rating that 
is used for the department concerned. 

This method of pro-rating general indirect expense is simple, 
but it often leads to inaccurate results. For example, The Acme 
Machinery Company has standardized its storage, packing, and 
delivery processes, and but little administrative attention is de- 
voted to them. Sales are made through well-known jobbers, so 
that the collection of accounts is also largely a routine matter 
not requiring a great deal of administrative care. On the other 
hand, selling conditions are very unstable and a great deal of ad- 
ministrative attention is given to the sales department. Because 
of the nature of the articles sold, iron and steel machinery, the 
cost of storing, packing, and delivering exceeds the cost of sell- 
ing. Here, then, is a case where it is obviously inaccurate to dis- 
tribute general indirect expense on the basis of the departmental 
indirect expense. 

Under all such conditions it is advisable to pro-rate the gen- 
eral indirect expense of any period directly to the sales orders for 
that period. Production cost, sales price, or actual price realized 
may be used as the basis for this distribution. These methods 
are open, in this connection, to the same objections as were noted 
against them in the discussion of the pro-rating of indirect sell- 
ing expense. 


SUMMARY 


The cost of distribution includes the cost of selling, the cost 
of storing, packing, and delivering, and the cost of collection. 
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The direct charges under each of these three distribution de- 
partments should be charged directly to particular sales orders 
on sales order cost sheets provided for that purpose. The indi- 
rect charges in each distribution department should be pro-rated 
on the basis most indicative of the expenditures in the depart- 
ment concerned. The cost of selling and the cost of collection 
must be pro-rated as gross charges, since selling and collecting 
are methods and are not composed of distinct processes. Process 
rates may be used for the pro-rating of the indirect expense in 
storing, packing, and delivering. Such charges not naturally 
divisible among the distribution departments as “ Salary of Man- 
ager” should be charged as general indirect expense. General 
indirect expense is preferably distributed directly to sales orders. 

In conclusion, it may be well to repeat that a separate ledger 
account should be kept with each element in the cost of distribu- 
tion. Each element should be pro-rated to particular sales orders. 
The mere fact that all the methods for pro-rating that have been 
discussed are merely estimates and, therefore, inaccurate, by no 
means destroys the advantages of their use. This is especially 
true if the direction and possibility of error is kept in mind in 
interpreting the cost figures so obtained. 
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Credit in the United States* 


By Josepu J. Kiern, Ph.D., C.P.A. 


Part V 


THE SECOND NATIONAL PERIOD 
Wark TO PANIC OF 1873 
1860-1873 


The Civil War marks a convenient turning point in the coun- 
try’s history. It caused an abrupt change in the commercial re- 
lations existing between the North and the South; in fact, trade 
intercourse was entirely stopped. But the terms of credit in the 
North were also affected. As a result of the workings of the 
National Banking Act, it is well known that the paper money 
issued suffered great depreciation. This depreciation in the 
purchasing power of the greenback was a steady one so long 
as the supply was increased, fluctuating, however, with the 
varying fortunes of the struggle. This instability influenced 
credits as we shall see presently. 

The year 1865 might, appropriately enough, be chosen as the 
second limit of this division, were we governed solely by the 
question of what effect a fluctuating standard has upon that 
commercial confidence which spells credit. It is believed that 
this period is better treated when it is extended to a few years 
more, so as to bring the development up to the crisis of 1873. 
Accordingly, this latter date has been selected. 

Most of us feel that it is an idle platitude to affirm that credit 
has its foundation in general confidence. War begets doubt, 
and doubt undermines the faith which is essential to a condition 
in which the seller is willing to part with his goods in return for 
a promise on the part of the purchaser to reimburse the former 
at the end of a stated period. Add to this lack of faith in the 
ultimate honesty of the debtor, a doubt as to the purchasing 
power of the payment when due on account of the shiftings in 
the value of the legal tender, and we have all the economic con- 
ditions that make for “cash” terms or short credits. 








* References to sources of information have been eliminated. Those interested in specific 
points should communicate with the author in care of THE JouRNAL. (Ed.) 


4 














The Development of Mercantile Instruments of Credit 


That the theoretical reasoning just indulged in had its coun- 
terpart in actual fact will now be shown. Mr. Edward D. Page, 
in an address on “ Character and Credit,” stated that the long 
credits which existed before the war could not be continued be- 
cause of the doubts depicted in the preceding paragraph. Horace 
Greeley, writing his ‘‘ Essays on Political Economy ” some time 
before 1869, confirms the statements of Mr. Page. He declared 
that our internal credit system had broken down, and rural trad- 
ers, no longer able to replenish their stocks on credit, bought little 
or nothing. A gentleman who was in the drygoods business at 
the time states that “ during the War, everything was on a cash 
basis, on account of uncertainty.” The actuary who was quoted 
elsewhere recalled the usual terms during the period as cash or 
thirty days. 

The writer was told that after the war, credits were resumed, 
but without much, if any, reference to those which had pre- 
vailed before 1860. The results of interviews on this point are 
quite unsatisfactory because of the lack of agreement among the 
replies received. For this reason it is well that we are not alto- 
gether dependent upon memory going back a full half century. 
The “ Commercial and Financial Chronicle,” on September 9, 
1865, published an authoritative editorial, “ The Present State 
of Trade and Credit,” wherein we find exactly the information 
sought as a result of “careful inquiry” regarding the buyers 
from the South and the West. Most jobbing sales were made 
on “short” time from sixty days to four months, but if settled 
within thirty days, a discount of one per cent per month was 
allowed, including interest for the first thirty days. Inasmuch 
as most bills were anticipated because of these favorable terms, 
very little credit was either “asked or given.” 

Continuing from the same source, we learn that the contin- 
ued rise in prices because of the volumes of currency in circula- 
tion has made money so plentiful that even the retail merchants 
can and do buy for cash. “ Very little paper is being made,” 
and it is on short time periods only. Industry has not kept pace 
with demand, therefore buyers are more anxious to secure goods 
than are the sellers to dispose of them, which is another reason 
why long credit is not in vogue. “To be sure,” old customers 
can still get the one-time fashionable six months, but a few only 
avail themselves of this privilege. About one half of the buyers 
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pay cash, and the rest “average less than three months credit, 
while only a few obtain six to eight months.” 

Business opinion favored the shortened credit terms, but fear 
was expressed lest the “ good times” would lead to the over- 
trading and commercial expansion which had brought about the 
1857 crash. We find just a single bad feature connected with 
shortened credits. The South had been crippled by the war. 
It needed an opportunity to recuperate, and it could only do so 
by an extension of time to bridge over the period until the first 
crop could be harvested. Most of this help, to anticipate, came 
from factors in the South who had survived the long struggle. 

Credit terms continued to increase. For a while the mer- 
chants of the South were handicapped because they were com- 
pelled to make their purchases late so as not to have their cash 
outstanding too long. But the expansion which was feared set 
in, and a new readjustment had to be made after the fearful 
1873 year. 


Notre BROKERAGE 


We are now in the midst of a period for which we may secure 
reliable information regarding the operations of note brokers 
from the brokers themselves. Dependable banking data is also 
at hand because of the requirements of the Comptroller of the 
Currency. We shall first deal with the operations of the note 
brokers. 

It had become the practice for note brokers to make the 
rounds of the banks with their offerings. ‘‘ Private bankers and 
other dealers ” in paper would bring their portfolios to the regu- 
lar banks to see “if there was anything” they would like. A 
pamphlet of this period recites that it is the business of “ these 
gentlemen ” to buy and sell notes, drafts, and acceptances. 

We learn from a trustworthy source that single name paper 
and endorsed paper were about evenly divided toward the close 
of the war. When the holder of a note sold it to a broker, he 
would usually endorse it “ without recourse.” In some cases the 
maker of the note objected to have his note given to a note broker. 
This was true, for instance, among the coffee merchants. Never- 
theless, these merchants found it so convenient to employ the 
broker that they would endorse the paper which they had re- 
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ceived for the sale of merchandise, just as though discounted at 
the bank, but they would have a separate release signed by the 
brokers who did the negotiating. Most of the notes handled up 
to 1873 were “ on commission.” 

In 1867 occurred the first big commercial failure. It was the 
result of four years of poor business during war times. This 
unexpected catastrophe opened the eyes of the business com- 
munity to their own blindness in accepting notes. It resulted in 
the first demands for a balance sheet to be submitted by the 
debtor. After 1873, the submission of such balance sheets first 
became quite general. The ‘“ Front Street’ names became cur- 
rent during the war. Front Street, New York, was then the 
trade center for the large coffee jobbers, none of whom now 
continues business. They began the practice, later to become 
common, of placing on the market their own single name paper. 
Though note brokerage in New York had assumed the large pro- 
portions indicated, it did not spread to other cities, except in the 
East, till much later. In Chicago, for instance, it was probably 
quite unknown until about 1870. 


BANKING 


For some time now (by 1870), Milwaukee and St. Paul had 
been shipping wheat and cther staples to the New York market. 
For some reason or other based upon the objection of the sellers’ 
bank to handle documented paper, it became necessary for the 
consignors to secure a satisfactory endorser. The paper then 
became two-named because the payee and the drawer were the 
same. The large drygoods merchants and others in New York 
found a very lucrative field in lending their names to such drafts 
from the mills and even to outsiders. The risk was quite nomi- 
nal because each transaction was predicated upon an actual ship- 
ment of merchandise having a market value equivalent to about 
the face of the acceptance. Note brokers were called upon to 
secure this sort of professional acceptance which is so much like 
that of European banks of the present time. These transactions 
must be distinguished from “ kiting” operations for the mutual 
benefit of the parties concerned. 

Evidence tending to establish the fact that the procuring of 
endorsements to paper was common will now be presented. Ac- 
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cording to the first Annual Report of the Chamber of Com- 
merce of New York, certain rates of commission were adopted. 
These were to prevail in the absence of specific contracts to the 
contrary. Among them we find rates for the “ Drawing or En- 
dorsing of Bills of Exchange,” for the “ Procuring of Acceptance 
of Bills of Exchange payable in foreign countries,” “ Bills of 
Exchange selling without endorsement,” “ Remittance on Bills 
of Exchange,” with or without guarantee, and similar items. 
These rates commenced to be published in 1858, and continued 
through to 1881. The Chambers of Commerce of Philadelphia 
and New Orleans, among others, had agreed upon similar rates. 
The cost incurred in having paper accepted was not altogether 
lost, because endorsed notes “ may at any time be discounted at 
a lower rate” than those which are not endorsed. 

Doubt cannot exist regarding the prevalence of the customs 
implied by the references to the chambers of commerce con- 
tained in the foregoing. The acceptance on foreign bills is no 
longer obtained from private firms, but by arrangements made 
with local bankers who have foreign connections. 


BANKING STATISTICS 


The national bank reports are available from 1863 to date 
in the annual reports of the Comptroller of the Currency. The 
items of prime interest to the questions raised by this investiga- 
tion will be deferred to the final section of the paper. Here we 
shall content ourselves with a few observations. In 1863, the 
total loans and discounts was less than go per cent of the capi- 
tal stock of the banks. The next year the loans exceeded the 
capital stock by almost 10 per cent. This increase continued 
uninterrupted until the panic of 1873, when the loans aggregated 
almost 200 per cent of the stock. This development serves to 
point out that deposits had assumed a relatively greater impor- 
tance than before, a fact which will be brought out more clearly in 
the final review of banking operations. The reports for state 
banks given by Knox show that capital was the basis of loans 
until 1860, because till then deposits were quite insignificant, 
relatively. A table quoted by Conant in his “ Principles of 
Money and Banking” will make this point clear: 
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STATE BANKING PROGRESS BEFORE THE CIVIL WAR 


























Loans and 
YEAR Discounts Capital Circulation | Deposits 
Ce $203,818,030 | $119,319,882 | $57,572,674 | $56,336,363 
Perera 265,179,886 199,108,142 76,721,527 85,620,383 
ee ee 318,530,710 | 208,973,278 | 190,423,138 
1861............| 653,695,548 | 399,632,660 | 186,669,782 | 252,239,478 





CREDIT IN THE SOUTH 


With the war came the ruin of the Southern cotton factors. 
The blockade was so effective that cotton could not be shipped, 
and, moreover, the plantations were no longer properly looked 
after. When peace came again, the economic conditions based 
upon slavery no longer obtained, and we find a rapid division of 
the large planter’s holdings into many smaller parcels. This 
change in proprietorship coupled with the rapid fall in cotton 
prices soon thereafter changed the mode of financing consid- 
erably. 

Instead of the factors advancing enough money to the planter, 
so as to enable the latter to get his crop ready for the market, 
another system began to prevail. It was quite out of the ques- 
tion for the port factor, even if he were financially able to do so, 
to make the small advances needed by the smaller growers. The 
country merchant stepped into the breach. In order to protect 
the newly created country merchant-bankers, various lien laws 
were passed by the legislatures of the cotton states. These laws 
permitted the owners of land to mortgage their growing crops 
for the repayment of loans. The loans in question were not the 
money advances formerly employed, but consisted of permitting 
the planter to have supplies as he needed them, payment to be 
made at the end of the harvesting. Gradually, the merchant be- 
gan to take his pay in cotton, and sell it to “ brokers.” 

As early as 1866, the want of banking facilities was badly 
felt. We come across pleas for institutions to make loans to 
those engaged in agriculture. By 1870, some banks were in 
operation. These made advances on the personal security of the 
applicants, in some cases insisting upon endorsed paper. The 
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banks, however, did not become as successful as one might read- 
ily assume they would, because of the felt want for them which 
is known to have existed. Certain loan agencies for the purpose 
of making loans upon real estate also existed, but these did not 
flourish long. 


CONCLUSION 


It was not our intention to linger long over this comparatively 
short period of less than fifteen years. One useful purpose was 
served, however. It was a most convenient turning point, so as 
to give a new line of departure for the final chapter in the story 
of the development of mercantile instruments of credit. 


(To be continued) 





The Journal of Accountancy 


Published monthly for The American Association of Public’ Ac- 
countants by THe RoNALD Press Company, 198 Broadway, New 


York. Thomas Conyngton, President; J. N. Nelson, 


Secretary ; 


Hugh R. Conyngton, Treasurer. 








EDITOR 
A. P. RICHARDSON 


CONSULTING EDITOR 
JosEPH FRENCH JOHNSON 








ASSOCIATE EDITORS 


W. M. Corse, Harvard University. 
STEPHEN W. GILMAN, 


University of Wisconsin. 


jom H. Gray, University of Minnesota. 
eNrRyY R. HATFIELD, 

University of California. 
Frepericx C. Hicks. 


University of Cincinnati. 


Eart Dean Howarp, 


Northwestern University. 


Isaac Loos, University of Iowa. 


Epwarp SHERWOOD MEADE, 
University of Pennsylvania 
CuarRLes W. MIXTER, 
University of Vermont, 
Hartow S. PErson, 
Tuck School, Dartmouth College. 
H. Rosinson, University of Illinois. 
Coeaked E. a 
New York University. 
H. Parker WI1LIs, 


George Washington University. 











EDITORIAL 
The Sphere of the Public Accountant 


We publish elsewhere in this issue, a paper by Mr. Herbert 
G. Stockwell, dealing with the important question of the field in 
which the certified public accountant labors and the possibility 
of extending the boundaries of that field. This is one of the 
vital topics in the minds of a great number of accountants to- 
day, and its consideration is becoming wider as time goes on. 
In every walk of life there is nothing more to be desired than 
progression and expansion. The vocation which has achieved 
all is unknown, and probably never will be known, and it is in 
this fact of potentiality that there lies one of the chief sources 
of strength and encouragement to mankind. Take from any 
business endeavor or profession the opportunity of advancement, 
and you instantly deprive it of its reason for existence, for there 
is no place in this world of progress for the man or the enter- 
prise which has nothing further to achieve. 

There is something indescribably alluring in the universal 
law that nothing is perfect—that all things may improve. And 
it is one of the great blessings of life that it lies in every man’s 
power to widen his sphere. 
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It is easy to criticize destructively, but constructive criticism 
and a share in the effort which will lead to construction are infi- 
nitely more to be desired. Therefore, the idea of broader fields 
for the accountant is one that holds an important place in the 
minds of those men who are recognized leaders of the profession. 
It is all well enough to perform the duties which from time 
immemorial have been associated with the term “ accountancy.” 
That is the foundation upon which we may build. But it were 
folly to believe that with the foundation the work of construction 
had reached its conclusion. On the contrary, the foundation is 
but the beginning—of essential importance no doubt, but still 
merely the beginning. 

The suggestions contained in Mr. Stockwell’s paper point out 
one of the directions in which the office of the certified public 
accountant may extend and his usefulness increase. Already 
many of our leading accountants are doing work which twenty 
years ago was not coiisidered in their province, and the result is 
a higher standing for the profession and a better estimation of 
its usefulness in the public mind. 

It is not to be supposed, however, that the recognition of pos- 
sibilities of expansion implies a belittling of the fundamental 
functions of the accountant, nor any disregard of the great ser- 
vices which he performs in the world of business and finance. 
It is rather because the accountant has so clearly demonstrated 
his value in the narrow field that his potential value in the wider 
is to be considered and the range of his influence extended. 

It seems to be time to begin a campaign with a view to edu- 
cation of the public in regard to the qualifications of public ac- 
countants to handle matters of organization. Such a campaign 
is likely to be slow and uphill work, but it should be begun and 
steadily carried forward. 

An interesting analogy may be found in the history of an- 
other profession. Surgery was not recognized as a part of the 
medical profession for a long time, but finally it became co- 
ordinated with the practice of medicine professionally, and, 
speaking generally, surgery to-day commands better remunera- 
tion than any other branch of medical practice. And it may well 
be that organization work will assume a similar relation to the 
labors of the accountant. 
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Corporation Tax Amendment 


On December sth, Mr. Francis Burton Harrison, of New 
York, introduced in the House of Representatives, a bill “ to 
permit any corporation, joint stock company, or association or 
insurance company to change the date of filing its annual return 
of net income, required under section thirty-eight of the tariff 
act of August 5, 1909, from the close of the calendar year to the 
close of its own fiscal year, and for other purposes.” 

This bill is the outcome of the campaign for amendment 
which has been conducted by the Federal Legislation Committee 
of the American Association of Public Accountants, and its pro- 
visions are favorably regarded, not only by the accountants who 
are directly responsible for its introduction, but also by the busi- 
ness world. From the time of the passage of the Payne-Aldrich 
tariff act with its provision for the collection of a tax upon cor- 
porations, it has been a thorn in the side of business men and 
accountants that the date of making returns for the purpose of 
the tax should be restricted to December 31st of each year, and 
it has been generally recognized that an amendment of this irk- 
some restriction would have to be made sooner or later. 

At the time the Payne-Aldrich bill was before Congress, it 
was pointed out by various accountants that it would be imprac- 
ticable to make a hard-and-fast rule for the termination of busi- 
ness years. But this warning was disregarded, and as is well 
known, the bill was forced through Congress at the close of the 
session. The act, as it stands, is almost unique in the sphere of 
legislation. It practically compels all corporations, whatever the 
nature of their business may be, to terminate their fiscal years 
on December 31st, and the result has been that with great ex- 
pense and enormous inconvenience, numbers of corporations 
have changed their fiscal periods in accordance with the terms 
of the act, while others which have not made such a change are 
put to the unfortunate necessity of having practically two fiscal 
years—one for their own convenience, the other to meet the con- 
venience of the Government. 

It is needless to point out the great weight of evidence in 
favor of an amendment of the act, and the lack of evidence in 
support of the present provisions of the law. Striking testimony 
of the widespread desire for a change is afforded by the vast 
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amount of correspondence which has been received by the 
Treasury Department in Washington since the American Asso- 
ciation began its campaign to obtain amendment. 

The bill now before the Ways and Means committee of the 
House of Representatives will probably come to a vote on the 
floor of the House very early in the present year. It is under- 
stood that the Secretary of the Treasury is himself now in favor 
of a change in the law. The only opposition which may have to 
be overcome is that of minor officials in the Treasury Depart- 
ment, who are naturally averse to any alteration of regulations 
which will entail additional labor. Mr. Harrison’s bill has abso- 
lutely no political significance. It concerns a matter purely of 
public expediency, and it is one that will be favored by members 
representing both the great parties in Congress. Positive prom- 
ise of support for the bill has been given by a large number of 
members on both sides, in the House and in the Senate. 

The only point on which there may be discussion is the mat- 
ter of expense connected with the making of the change called 
for by the bill. This expense, however, is more fancied than 
real, and the estimate of money required for the purpose cer- 
tainly does not err on the side of conservatism. In all probabil- 
ity, when the change is made, it will be found that the expense 
involved is far less than has been predicted by certain officials 
of the Treasury Department. Moreover, there is no possible 
doubt that the law administered in terms of the new bill will be 
more easily workable and will involve less expense in collection 
than is the case under the present Act. 

The success which has attended and is attending the efforts 
of the American Association in this matter is evidence of the 
benefits which the Association is capable of achieving for the 
business community, and the power which such an Association 
can exercise when it is unanimous, as at present. 
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Federal Incorporation 


It is stated on what appears to be excellent authority, that 
the present House of Representatives will throw out any propo- 
sition which may be placed before it calling for federal incor- 
poration of companies engaged in interstate commerce. The 
idea of such incorporation originated with the present adminis- 
tration as a consequence of the difficulties which have attended 
the supervision and control of the great corporations now con- 
ducting most of the important branches of the country’s business, 
and there is no doubt whatever that a plan of federal incorpora- 
tion if wisely formulated would be of benefit to business and to 
the country at large, but in a measure of such far-reaching im- 
portance, it is absolutely imperative that there be the utmost care 
in preparation of the biil, and that the widest publicity and dis- 
cussion be given to the matter before it reaches the status of 
a law. 

On April 4th a bill was introduced in the House of Repre- 
sentatives by Mr. Martin, of South Dakota, “ to regulate corpo- 
rations engaged in interstate and foreign commerce.” This bill, 
it was understood, was approved by the administration, and 
although it was admitted that its terms were largely tentative, it 
was hoped that when in committee it would be so altered, if 
necessary, that it would meet the requirements of the case. 

Section 5 of the Martin Bill reads as follows: 

“That the Commissioner of Corporations, with the approval 
of the Secretary of Commerce and Labor, shall, as often as shall 
be deemed necessary or proper, appoint a suitable person or per- 
sons to make an examination of the affairs of every corpora- 
tion herein referred to, who shall have power to make a thor- 
ough examination into the books, records, and all the affairs of 
such corporations, and, in doing so, to examine any of the offi- 
cers and agents thereof on oath, and shall make a full and de- 
tailed report of the condition of such corporation to the Com- 
missioner of Corporations. All persons appointed to be exam- 
iners of corporations shall receive the same compensation for 
such examinations as is now or may hereafter be allowed by law 
to examiners of national banks, which amounts shall be assessed 
by the Commissioner of Corporations upon and paid by the 
respective corporations so examined.” 
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This section is the only one which makes any reference to the 
question of auditing, and it will be seen that it is extremely 
vague and apparently unworkable. For example, the idea of 
basing compensation for examinations on the same principle as 
that applied in the case of national banks is impracticable. But 
further than that the Martin Bill seems to leave the matter of 
auditing undetermined, and it is here that the accounting pro- 
fession is vitally interested. We believe that a great number of 
accountants would favor the idea of federal incorporation, but 
the entire profession would stoutly and logically oppose any 
proposition which called for examination of accounts and prepa- 
ration of reports by other than certified public accountants. It 
would be unreasonable to suppose that any government bureau 
would be so omniscient as to be able to audit the accounts of all 
classes of corporations, and it is hoped that no such idea would 
be urged by the administration. 

It has been suggested, and the idea meets with wide approval, 
that in the event of an act permitting federal incorporation, the 
annual reports and balance sheets of corporations so registered 
should be prepared by certified public accountants of the state 
or states in which the principal offices of each corporation are 
situated. If the reports and financial statements submitted by 
such accountants were insufficient, the government could call 
upon the accountants to supply the lacking particulars, and failing 
receipt of such within a reasonable time, it would then rest with 
the government to order such further examination as might be 
considered necessary. 

In this way the work of the government so far as it con- 
cerned the administration of federal incorporation would be 
vastly simplified, efficiency would be guaranteed and the whole 
system of federal incorporation might be made a success, which 
it could not be were the work of auditing to rest solely with a 
bureau of a government department. 

Although there may be no probability that the present Con- 
gress will consent to the enactment of a bill permitting federalh 
incorporation, the time cannot be far distant when some such 
measure will pass into the federal statute books ; and accountants 
throughout the country should watch, and, we believe, will watch, 
with great interest every step towards the accomplishment of 
such a purpose as President Taft has in view. It will be remem- 
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Editorial 


bered that the advice of the accounting profession was disre- 
garded in the case of the Corporation Tax Law, and the conse- 
quence is that it has now become necessary—and is admitted by 
the Treasury Department to be necessary—to amend the law in 
accordance with the advice which was overridden. With this 
example before them, sponsors of the proposal no doubt will 
listen more attentively to the words of warning and advice which 
will be forthcoming by the accountants in all parts of the country. 





Announcement 


A. P. Richardson, of New York, was recently elected Secre- 
tary of the American Association of Public Accountants to fill 
the vacancy caused by the declination of the Secretary-elect, 
Mr. Thompson, to accept the position. Mr. Richardson will also 
be Editor of THE JouURNAL oF ACCOUNTANCY. 

Mr. Richardson is an experienced journalist and brings to 
his duties a large experience, intelligent enthusiasm, and a strong 
interest in the development of accountancy. To the older mem- 
bers of the Association it will be hard to associate with this 
office any other name than that of T. Cullen Roberts, who has 
so long and faithfully served the Association as its Secretary, 
but it is a matter of congratulation that so able a successor has 
been found. 

Mr. Richardson’s office will be for the present at 55 Lib- 
erty Street. 
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CONDUCTED BY JOHN R. WitpMan, M.C.S., C.P.A. 


INTRODUCTION 


It is probably not an extravagant statement, to say that all 
accounting problems prepared for the use of students, or set at 
examinations to test their knowledge of practical accounting, 
have points, or principles, embodied in them which it is intended 
shall be uncovered or dug out by the student. The man who 
prepares a problem purposely puts something into it. The 
student’s task is to get that something out. 

In that they are built around certain principles all problems 
are similar. Thus it becomes possible to formulate certain gen- 
eral rules governing their solution somewhat as follows: 

1. Read the problem carefully, from the first word to the 
last. 

2. Grasp the principles embodied in the problem. 

3. Digest the contents and make certain that the object of the 
problem is understood. 

4. Study over questionable points and decide on how they are 
to be handled. 

5. Prepare a mental plan for solving the problem. 

6. Give as an answer what is asked for in the problem. 

While some of these rules are so simple as to seem almost 
absurd, it is surprising to note how many excellent students have 
failed in examinations through a violation of one or more of 
them. 

Several men are known to have failed in C. P. A. examina- 
tions because they did not take time to read the first or the 
last paragraph in a certain problem, as the case may be. Some 
men have failed because of ignorance, nervousness, or for lack 
of time. It would almost be safe to venture the opinion that 
the majority of failures are due to the fact that candidates do 
not give what the problem calls for. This is known to be true 
in the case of one of the best prepared men who ever attempted 
the state examination. 


The problems which follow have a double purpose. They’ 


are intended in part to offer an opportunity for practice in the 
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solving of problems. The added purpose, and perhaps the more 
important, is to show the application of accounting principles. 

With this in view the problems will be developed logically 
following in the main the four prominent types of organization. 
An effort will be made in the first eight or ten problems to show 
what the writer believes to be the evolution of the modern state- 
ment of income and profit and loss. The text and comments 
will show the reasons which are believed to be responsible for 
its existence. 

The first group of the series will deal principally with sole 
proprietorship. The second will cover copartnership and show 
the conversion of the sole proprietorship into the copartnership. 
The third grovp will bring out the transition from copartnership 
to incorporation and the accounts and transactions which are 
common to corporations. Consolidations, mergers, holding com- 
panies or trusts, will form the subject matter of the fourth 
group. The fifth and sixth groups will include miscellaneous 
problems, dealing with insolvency, the accounts of fiduciaries, 
cost accounting, the accounts of public service corporations, the 
accounts prescribed by the interstate commerce commission, etc. 

The form and arrangement of the financial statements used 
in the solutions of certain problems may be something of an inno- 
vation. Some of the statements will no doubt be startling. No 
claim is made by the writer for their originality. They are pre- 
sented with full credit to every one with whom he has ever come 
in contact, or received a thought or idea from, and most espe- 
cially the well-known accounting firm with which he served his 
apprenticeship. If the statements provoke discussion they will 
have served a purpose. Thus it is possible that they may help 
indirectly to discover certain principles upon which financial 
statements may be constructed. 


PRoBLEM No. 1 (DEMONSTRATION ) 


On January 1, 1910, Robert J. Dimlawn began business as 
a retail drygoods merchant. His capital consisted of merchan- 
dise $2,300, cash in bank $150, and cash in hand $50. 

The business appeared to prosper from the beginning. Most 
of his goods were sold for cash. Some were sold on charge 
accounts. His credit became well established and he was able 
to buy large invoices of certain lines on very liberal terms. 
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The books were kept by single entry and consisted of a ledger 
and a journal. It was the custom to keep individual accounts 
with the charge customers, the creditors, and the proprietor. 

At the end of three months, or on March 31, 1910, Mr. Dim- 
lawn began to be curious as to whether or not he was making 
any money. He instructed his bookkeeper to have the pass- 
book balanced at the close of business on that date and to count 
the cash in the store after the business of the day was over. 
The clerks were set to work taking an inventory of the stock on 
the same evening, but did not complete the task when they were 
obliged to leave for the night. They did, however, on the fol- 
lowing morning keep a record of the sales until such time as the 
inventory was completed. The bookkeeper balanced off all the 
accounts in the ledger with customers and creditors as of 
March 31st. 

Upon the conclusion of the above-mentioned work the fol- 
lowing results were obtained: 


Merchandise stock (cost $9,062. valk estimated ee 


the proprietor as being worth. 7 . $10,000.00 
Accounts receivable (customers) . CR or eee 162.74 
Accounts payable (trade creditors)............... 10,203.21 
Ne ig i 5 anne Gig g Sink AiwahaCG Al mie Sten 2,572.43 
a si iacik eat o tach edd Taare See Aa 224.17 


The figure given as the cost of the inventory includes stock in 
ihe amount of $18.75 which was received prior to March 31, 
1910, but had not been credited to the account payable when the 
balances of such accounts were taken off, but does not include 
sales made on the morning of April 1st, before the completion 
of the inventory, the cost of which was $200. 

Mr. Dimlawn instructs his bookkeeper to prepare a state- 
ment which will show the amount of the profit or loss for the 
three months ended March 31, Ig10. 


SOLUTION TO PROBLEM No. I 


A careful and complete reading of the problem reveals two 
things. The thing required by the problem is the first one. The 
manner or process of obtaining the information is the second. 

The bookkeeper understands that he is to prepare a state- 
ment showing the amount of the profit or loss. Such is the 
requirement of the problem. The character, or form, of the 
statement will be determined by the information available. 
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The facts presented enable him to determine two things; 
first, the capital of the proprietor on January 1, 1910, and, sec- 
ond, the capital on March 31, 1910. In the first instance, the 
task is simple. In the second instance, it is slightly more com- 
plex, in that it must be determined by comparing the liabilities 
with the assets. 

As to the profit or loss, it is obvious that it will be determined 
in either case by a comparison of the capital at the two dates. 
If the capital at the end of the period is larger than at the begin- 
ning of the period, provided there have been no additions of capi- 
tal in the interim, a profit must have resulted from the conduct 
of the business. If the capital at the end of the period is smaller 
than at the beginning of the period unless there have been with- 
drawals of capital, a loss must necessarily have been the result. 

The source of the information in this case it will be noted 
is not confined to the books. Much of the information came 
from sources outside of the books. If the bookkeeper had been 
asked for the amount of the profit and loss, instead of a state- 
ment, he might have determined the amount from his books. 
This he could not have done, however, until he had gone through 
practically the same process as was necessary in order to compile 
the statement. 

The books, it will be remembered, were kept by single entry. 
Pure single entry, although little is really known of its origin 
and early history, is understood to have embraced three classes 
of accounts; those with customers, those with creditors, and one 
with the proprietor. The customers’ accounts, and conversely 
the creditors’, were run precisely as they are to-day, showing 
any and all transactions of the proprietor with the individuals. 
The proprietor’s account showed his invested capital at the be- 
ginning of the business undertaking, his additions or withdraw- 
als, and through a single entry at the end of a given period the 
amount of his capital at such time. Thus by the segregation 
of these items, and comparing the capital at the beginning and 
end of the period, having due regard for additions aad with- 
drawals of capital it was possible to determine the amount of 
the profit or loss. 

It should be borne in mind that, although the proprietor’s 
account showed his capital at different times, it did so without 
regard to the form in which such capital existed. Nor did his 
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ledger elsewhere show such facts except in part. Thus a man 
starting in business with merchandise amounting to $2,300, cash 
in bank $150, and cash in hand $50 would have but one entry 
in his books. Such an entry would appear in his proprietor 
account showing an investment of capital of $2,500. 

Leaving out of consideration for the moment the question 
of additions and withdrawals, it will be seen that there would, 
in the problem under consideration, spring up from time to time 
accounts with customers and creditors. A transaction affecting 
one of these customers’ accounts would be made once in the 
customer’s account without further consideration. A customer 
would be charged with what he purchased and credited with 
what he paid. No other record of the transaction would be made 
in the ledger. 

When the end of the period arrived the amount of the capital 
might be ascertained as below and still only one entry of $2,000 
would be made in the ledger, and that in the proprietor’s account : 


Merchandise... . . Lwin eves BGe ee 
Customers..... ita 162.74 
ae Ee aay ed ee 2,796.60 

————_ $12,221 .96 
Less—due creditors x ea 10,221.96 
ee ae bine dane. ata sik $2,000.00 


The above illustrations bring out strongly the inadequacy of 
the information furnished by ledger even in a case so simple 
as the one in question. Any method of keeping the books ap- 
pears to be weak when it becomes necessary to obtain so much 
information from outside sources. 

In gathering the data necessary in the preparation of the 
statement certain difficulties have arisen. Two of these are in 
connection with the inventory, while one concerns the accounts 
payable. 

With regard to the inventory, the question must first be set- 
tled as to whether it is to be shown at cost or at the estimated 
value placed upon it by the proprietor. No matter which figure 
is used there must be added to it the amount of $200, represent- 
ing the cost of goods sold previous to the completion of the stock- 
taking. 

The question of valuing an inventory is troublesome to the 
accountant. It may be almost as troublesome to the bookkeeper. 
If he has his choice in the matter he will presumably price the 
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inventory at cost, since he will realize that increasing the value 
over cost is to anticipate a profit. If the proprietor insists on 
fixing the value he will probably use it as fixed, but if he is a 
conscientious bookkeeper he will call attention to the question- 
able practice. 

The slight difficulty involving the accounts payable serves to 
illustrate one of the rules upon which statements, such as this 
problem calls for, rest. The accuracy of the result is deter- 
mined by the accuracy of the items entering into the factors 
which produce the result. Therefore, in order that the correct 
result may be obtained, it is necessary that all assets and all 
liabilities be included and that all items be correct. Hence, 
when the statement is made that the inventory includes an item 
of $18.75 which has not been credited to the accounts payable, 
it becomes necessary to adjust the liabilities in this amount. 

The statement to be prepared by the bookkeeper might vary 
according to individual tastes. Essentially it would embody the 
facts set forth in the following: 


ROBERT J. DIMLAWN 


STATEMENT SHOWING LOSS ON OPERATIONS FOR THE THREE MONTHS ENDED 
MARCH 31, I9I10 





Capital—January I, 1910, represented by 
Assets: 
IN 2.) cc's tae Cee eee hy Kae $2,300.00 
REE. 24. «ith betan-coknaens Rekee eres 150.00 
Gy s00.0cabnedeustandeoveduascuas 50.00 


Capital—March 21, 1910, represented by 
Assets: 
INE, Soot Us x careless $9,262 .62 
ee ee Ae 2,572.43 
2 4 ere Per 224.17 
Accounts receivable (customers). . . 162.74 


pO Or TTT Tr rere lL” 
Liabilities: 
Accounts payable (trade creditors)............. 10,221.96 2,000.00 





BABS Stn: sinth's ve sis HR RS 9.4.40 sl eae eS 8 kid aie $500.00 


The determining of profits in this way is known as the asset 
and liability method. It is intimately associated with single en- 
try. It is many times treated slightingly by accountants, but it 
has its value as a practical expedient many times in instances 
where the question of whether or not expensive analytical work 
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shali be done will depend upon whether or not the expense is 
warranted by the result which will be obtained. 

Where the asset and liability method is used the results will 
be affected by additions and withdrawals. In the problem under 
discussion, if Dimlawn had put in additional capital amounting 
to $1,000 during the period, then the loss would have been $1,500 
instead of $500. If, on the contrary, he had withdrawn $1,000 
during the period the result would have been a profit of $500 
instead of a loss of $500. Thus two rules may be framed as 
follows : 

To the profit as determined by a comparison of capital 
at two different dates, add withdrawals and deduct new 
capital 

2. To the loss as determined by a comparison of capital at 
two different dates, add new capital and deduct withdrawals. 

These rules may be proven by applying the second one to 
the problem being discussed. If Dimlawn had, at some time 
after beginning business, added cash amounting to $2,000 and 
had from time to time withdrawn amounts aggregating $1,000, 
the loss for the three months would have been $1,500, arrived 
at as follows: 


Loss, as shown by eee of wae ed deca Ska $500.00 
Add—new capital. . EE SCE Eee ET 

Total. shot tol iid ane: taal a iek Veale oa abe See $2,500.00 
Deduct—withdrawals................000e0. .... 1,000.00 
TEE ee ay aeroe ee aren ape eee Y $1,500.00 


It might be more clearly proven by such a tabulation: 


Capital—January I, 1910............. $2,500.00 
PGE—MOW CABREL... wn ccs 2,000.00 
RR ee eee er ea $4,500.00 
Deduct—withdrawals............... 1,000.00 
I og Sh ny all ee tay wel ate nate ek $3,500.00 
Capital—Baaren 32, 1910... ccc ecccscees)§«=©6SRGO CO 
ET os Es nine ke cae ee oe a $1,500.00 


There follows, a problem similar to the present problem, 
which may be used to test the student’s grasp of the principles 
embodied in the above. 
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ProBLEM No. 1A (PRACTICE) 


A. Howell engaged in business January 1, 1910, with a capi- 
tal of $10,000, comprised of accounts receivable $8,000, accounts 
payable $4,000, merchandise $5,000, cash $1,000. On March 31, 
1910, his assets and liabilities comprised cash $100, accounts pay- 
able $7,000, notes payable $1,000, furniture and fixtures $800, 
merchandise $12,000, accounts receivable $8,000. During the 
three months he had added $2,000 and withdrawn at different 
times $1,000, $600, and $1,400. 

Prepare a comparative statement of assets and _ liabilities, 
showing increases and decreases of the various items, supple- 
mented by a tabulation which will determine the profit or loss 
for the three months ended March 31, 1910. 
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Epitep spy Lee Gattoway, Pu.D. 


ACCOUNTING PROBLEMS WITH SOLUTIONS. VOL. II. By 
Leo Greenpiincer, M.C.S., C.P.A. Published by The Business Book 
Bureau, New York City. Price, $5.00. 


Professor Greendlinger has again put accountants and students of 
accountancy under obligations to him. This time it is Volume II of Ac- 
countancy Problems which, fresh from the printers, is before me for 
review. 

A surface investigation shows that this volume in mechanical execu- 
tion, in the quantity as well as in the apparent quality of its contents, is 
decidedly an improvement over its predecessor. 

Part I. The first section of the book is devoted to the solution of 
problems in practical accounting. Types of technical perfection are found 
for the usual as well as for the unusual kind of problems. Among the 
former may be mentioned those dealing with partnership adjustments, the 
preparing of balance sheets and revenue statements, the accounting for 
executors and administrators, and realization and liquidation accounts. 
The latter includes solutions for consolidations of corporate enterprises, 
for branch house accounting, for various costing operations, for insurance 
companies, for mining companies, for sinking funds and underwriting 
operations, and for brokers, real estate, and club accounting. 

Students and practitioners who have hitherto been compelled to grope 
in the dark for definite light on various points connected with the tech- 
nique of presentation, will find much food for study in the list briefly out- 
lined above. Some of the solutions have hitherto been practically inac- 
cessible to the student, except in the original form as contributions to 
THE JouRNAL oF ACCOUNTANCY. 

Part II. (a) The Theory of Accounts. Twenty-two questions with 
answers are given. The reader will probably regret that more were not 
made available, but these with the thirty-eight given in Volume I will be 
found to cover the subject quite thoroughly. One of the original and 
most valuable features of this section is the form of cash book for an 
executor. 

(b) Auditing. The thirty-six answers on auditing leave very little to 
be desired. The answers agree with the best practices in the field. 

(c) Commercial Law. So far as the reviewer has knowledge, this 
section contains more and better information on various matters con- 
nected with corporation law, particularly with those features of especial 
interest to accountants, than any other similar text, and this not excluding 
various legal dissertations on the subject. The citation of cases will be 
of great assistance to students preparing for examinations in their own 
states, to practitioners in the various states, and to the student who de- 
sires to look up sources and authorities for himself. The Pennsylvania 
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Railroad Company’s “notice to stockholders” shown as a part of the 
answer to question four, and the “articles of association” on pages 248- 
250, should serve to indicate the practicability of the work. The summary 
of various forms of business association is succinctly arranged as a chart 
extending over two pages (240-241). 

Part III. C. P. A. Examination Papers. The questions in all C. P. A. 
subjects set by the examiners in the states recognized as maintaining the 
highest standards, have been brought up to date. In the case of New 
Jersey, a selected list of questions extending from 1904 to 1910 has been 
included. Manitoba and the Institute of Accountants are also represented. 

Part IV. Federal Corporation Tax Law. This law, which many ac- 
countants have found so difficult of interpretation, is given in full, and is 
also summarized so as to emphasize its more important features. To 
make the section of even greater benefit, Forms Nos. 637, 638 and 639 are 
given without abridgment. The division is closed by a citation of cases 
which have been presented to the Supreme Court of the United States for 
adjudication, and with the exhaustive opinion of Mr. Justice Davis (March 
13, IQII). 

The practical man will welcome this book because in it he will find 
the means of diversion, for the busy professional man enjoys perusing the 
technical literature of his subject and in this volume he should find 
enough for many hours’ profitable enjoyment. And from the utilitarian 
viewpoint, as well, the volume is bound to be of service. In it he will 
find suggestive forms for the more unusual field of his practice; in it, too, 
he will find the means of saving himself routine labor by enabling him to 
show his amanuensis the form for the “ set-up.” And, finally, the chapter 
on the Corporation Tax Law and the section dealing with corporation 
law, would, in themselves, justify the inclusion of Professor Greend- 
linger’s book in accountants’ libraries. 

To students of accountancy the book will prove of great value. A 
feature which deserves commendation is the fact that so many examples 
of recent C. P. A. questions are made available. No better practice for 
an examination can be had than that of solving former problems. 

The questions of other states and bodies should serve to encourage 
those whose standards are not of the highest to attain parity with those 
above them. The type solutions and answers should also serve to stand- 
ardize the work of the examining boards. Though the inclusion by one 
state of questions set by another is not to be encouraged, as a general 
practice, nevertheless the busy examiner is often justified in employing 
the problems of other examinations, with slight changes, for his own 
uses. 

Educators are aware of an upheaval in their midst. The old curricu- 
lum seems no longer to satisfy. There is an insistent demand for educa- 
tion to prepare for life. But trustees are slow to cast aside the old for 
the untried new. And the main argument against the introduction of 
such a practical and disciplinary subject as accounting, was based upon 
the fact that there was such a paucity of texts. The advocates of more 
general accounting instruction are already indebted to Professor Greend- 
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linger; the debt is made greater by the issue from his pen of the present 
volume. 

But in spite of the general excellence of the work there are a few 
points upon which improvement might be made. For example, the re- 
viewer would much rather see the comments on the solutions to the prac- 
tical problems after each solution rather than as at present. He advocates 
this change even though it may be well to have them separated so as to 
encourage individual thinking. 

A similar criticism is applicable to the sections dealing with the theory 
of accounts and with auditing. That the change suggested would be de- 
sirable should be patent from the arrangement in commercial law. Here, 
each question is immediately followed by its answer. Students would be 
glad to have access to the authentic answers to the problems in practical 
accounting included among the C. P. A. examination papers of Part III. 

In conclusion it may be said that there is real hope for the future of 
accountancy in America. We have ample proof already that our national 
scholarship is capable of authorship. No longer are we dependent upon 
English and Scottish instruction. Professor Sprague was the pioneer in 
his basic work on the Philosophy of Accounts. Professor Hatfield’s 
Modern Accounting proved that intensive theoretical work could be per- 
formed at home. Accountancy Problems by Professor Greendlinger, in 
the practical field, completes the triad. Josep J. Kern. 


FACTORY COSTS, by Frank E. Wesner, C.P.A. 611 pp. The Ronald 
Press Company, New York. Price, $6.00. 


The dramatic critic and the reviewer of books are both, from the point 
of view of the public, in the same class. In their respective fields, each 
is expected to set forth the strong as well as the weak points of the 
subject reviewed and to give an opinion in the matter. On the strength 
of the facts supported in some cases by the opinion, the public decides, 
whether the plays or the books have the probability of adding to its en- 
tertainment or store of information. To present the facts is the aim of 
the reviewer in the present case. 

Factory Costs is a good book. It is probably the most complete and 
most exhaustive on the subject, yet written. It is well indexed and replete 
with references. It is written in a pleasing sty'e. It has many strong 
points and some weak ones. The fact that one recognizes many old friends 
with new clothes, and perhaps, an over-abundance of quotations, does not 
detract from the book itself. Judging a book of this kind as a compila- 
tion seems to be the fairest basis, and judged on this basis, one can only 
come to the conclusion that it is excellent. 

Few people, perhaps, will read the book entirely through; few people 
will read it for pastime; it will probably not be used to any extent as a 
text book. An accountant will go to it when he is engaged upon cost 
work. The works manager will consult it when he has a problem to solve. 
The student will be referred to it when it is desirable that he shall have 
collateral reading, or when it is desired that he shall study the details of 
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some particular phase of the subject which general discussion will not 
permit. The educator will seek it when he wants an added opinion on 
some point. Judging the book then in accordance with these various de- 
mands, it is placed in the class of reference books, which is what the 
author claims for it. 

The arrangement of the book is admirable, it being divided into three 
sections. The first deals with the principles of cost accounting; the sec- 
ond, with methods; and the third, with forms. 

The first section follows the usual lay-out of a book on cost accounting, 
namely, a general discussion of the subject, followed by chapters discuss- 
ing in detail material, labor and expense. The chapter on material and 
labor cover as usual these elements from their origin to their application 
to the product. One or two newly coined words are noticeable in the 
discussion of premium systems, for example, under labor occurs the term 
“stint system.” This is merely another word for the well-known “ task,” 
but is applied to the somewhat theoretical practice of allowing the opera- 
tives to rest in cases of “stints” on a weekly basis as long as two or 
three days, after the “task” has been completed. Expense is well treated, 
and the chapters on plant investment and rent charges, land values and 
building space costs, maintenance and depreciation and power costs are 
very good. 

The second section is devoted to methods and plans. Plans are divided 
into five classes, the estimate and test plan, the specific plan, the sold- 
hour plan, the list percentage plan and the machine-hour plan. The names 
are in some cases new. The plans are old. The estimate and test plan is 
almost self-explanatory in its name. Costs are estimated in advance and 
tested from time to time to determine their correctness. The specific 
plan is the well-known simple type of cost system wherein the three ele- 
ments of cost are applied to the product without combination. The sold- 
hour and machine-hour plans are the same except as to the medium of 
applying the elements to the product. In both cases, the labor and items of 
expense are grouped around centers of production and applied to the prod- 
uct as rates. Under the sold-hour plan, the center is an operative, or 
group of operatives. Under the machine-hour plan the center is a ma- 
chine, or group of machines. The term “ sold-hour” has been heard of 
before but it is not at all well known and is inexpressive. 

Chapter XXI, dealing with the list-percentage plan is the weakest 
part of the book. From a literary point of view it is very obscure. From 
a technical point of view it is open to greater criticism. The author has 
attempted, apparently, to raise a thing which is usually looked upon as a 
statistical compilation, to the dignity of a cost finding plan. The different 
elements and the different departments are assigned detailed, as well as 
cumulative percentage values, all of which are understood to be prede- 
termined. But for what? An hour’s study on the chapter fails to dis- 
close. It is generally recognized that the mind gets a clearer conception 
of a situation from percentages than from money values. The use of 
percentages to indicate departmental or other costs is also well established, 
but unless they are used for comparative purposes their value is question- 
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able. For two kinds of comparison they serve well; one, a comparison 
of the percentages of the present period, with those of preceding period, 
or relative standards, and the other the comparison of actual percentages 
with predetermined or standard percentages. Such statistics can scarcely 
be said to require a system or plan. They are rather tabulations 
supplementing or attached to the cost sheet. As far as can be seen the 
author fails to bring out such facts and also fails to make clear just what 
desirable end the “plan” will accomplish. 

The section dealing with forms js a rare contribution. It includes 
approximately two hundred and twenty-five forms showing the application 
to various lines of business. They comprise those relating to production 
orders and records, material, labor, expense, reports, cost records, and 
controlling and financial records. There are included two forms, com- 
prising in reality a series, which are especially valuable. They consist of 
a table, which shows the interest at 5 per cent on investments in stock, 
for the average length of time which stock is carried and on amounts 
ranging from $500 to $18,500. Jno.. R. WiLpMAN. 


THE MANAGEMENT OF ENGINEERING WORKSHOPS, 2nd Edi- 
tion, by ArrHur H. Barker, B.A., B.Sc., etc. Published by the Tech- 
nical Publishing Company, Ltd., 55 and 56 Chancery Lane, London, 
W.C., 1903. Price seven shillings six pence net. 


Mr. Barker’s book like that of Mr. Perrigo treats of management in 
its relation to a special field of manufacturing. In some respects an 
engineering work is typical of all manufacturing since it involves a con- 
sideration of nearly every general condition that is likely to arise in any 
other establishment. Difference will be more of degree than of kind. 

Mr. Barker outlines a complete system of organization and methods 
for handling the work. So thoroughly posted is the author with all the 
“tricks of the trade” that every page contains not only valuable sugges- 
tions for betterment, but revelations as to the conditions existing in the 
general run of English shops to-day; and most of Mr. Barker’s experience 
we could easily duplicate in America. The following sounds astonishingly 
familiar: “ Whether it is due to the natural conservatism of the British 
workman, or his laziness or to the fact that from his apprentice days he 
has imbibed and absorbed the principle of restriction of output so that it 
has become part and parcel of himself, the fact remains that it is a most 
difficult thing for the foreman to induce the man to maintain the tools 
at the proper speeds, and it is only comparatively few employers who 
recognize the extent of the evil. It is not by any means confined to the 
unionist section of the men; non-unionists are almost, if not quite, as bad. 
The remedy is to be found in a strong foreman, who has accurate means 
at his disposal for instantly detecting exactly what is the actual speed 
at which a tool is running at any time and a well-recognized rule which 
must not be departed from, except on his express instructions. It may 
be said that a practical man can tell at a glance whether or not the tool 
is running as fast as it ought to do. The fact is, however, that prejudice 
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and custom have such a great deal to do with what a man thinks is the 
correct speed, that it is not safe to rely on the eye alone. Nothing that can 
be determined by accurate observation should be left to anybody’s judg- 
ment, no matter how ‘practical’ he may be.” 

This quotation also indicates that the author’s methods are in line with 
the newer ideals of gaining industrial efficiency, i. e., the obtaining of 
standards and the maintaining of them by a system of functional fore- 
manship. 

About one third of the book is given to a discussion of Cost-keeping. 
No new theory is advanced regarding the proper items to be considered 
or the “true” method of distributing the “establishment cost.” 

The method of reckoning the establishment charges on wages alone 
is not taken because it is absolutely correct, but because it is a con- 
venient rough approximation. This part of the book will be especially 
interesting when read in connection with Mr. Church’s “ Production 
Factors.” Mr. Barker gives a clear exposition of the methods adopted 
by most firms, but criticises the manner in which many of them use it in 
its application. His treatment of costs is marked with that clearness 
of statement and sureness of touch that comes from a thorough knowl- 
edge of the technical details of the engineering business and a complete 
realization of the difficulties to be encountered in carrying out any sys- 
tem of cost accounts. As a whole Mr. Barker has given us a book that 
is valuable to any man desirous of knowing more about the subject of 
factory organization as applied to engineering works. 


CHARACTER IN HANDWRITING, by Mary H. Boorn. Published 
by the John C. Winston Company, Philadelphia, 1910. Price, 50 cents. 


This is a neat little volume containing facsimiles of the handwriting 
of many noted men. Each example is chosen to demonstrate a leading 
characteristic in human nature. Along with these is a running com- 
mentary showing how the student of handwriting may interpret the lead- 
ing motives controlling the life and actions of the writer. The author 
has attempted to reduce her observations to a science and she believes, 
when these principles are mastered, that the business man will find them 
a ready help in the selection of employees, that the banker may train his 
eye more scientifically to discern quickly irregular or forged signatures, 
and that the lawyer may be trained to correct decisions in cases of disputed 
or anonymous writings. Although much that the book contains is sug- 
gestive there is little that will startle one by appealing to him as a new 
discovery. 


54% BOND VALUES, by Montcomery Roiuns. Published by the 
Author, Boston, Mass., 1911. Price, $3.00. 


Mr. Rollins’s very useful little work—it contains but fifteen pages— 
gives tables showing the net return from bonds, stocks, and other in- 
vestments having a fixed maturity and paying interest semi-annually at 
the rate of 54% per annum. The tables are very conveniently arranged, 
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covering maturity periods ranging from six months up to fifty years 
by six-month intervals, and from fifty to seventy-five years by five-year 
intervals. In the first column of each table is given the net return, 
ranging from 4% per annum up to 6% per annum. The succeeding col- 
umns headed with the varying maturity periods give the amount which, 
if paid for a bond maturing at the particular period, will yield the net 
return of the first column. 

Thus, if a bond matures in one year and a net return of 5% is de- 
sired, the price to be paid is, by reference to the proper column of these 
tables, found to be 100.482. Or conversely, if 100.482 is paid for a bond 
maturing in one year, its net annual return is seen, by reference to the 
tables, to be 5% per annum. If a 5% return is desired on a bond matur- 
ing in two years, the amount to be paid is as easily ascertained by refer- 
ence to the proper column; as is also the case with a bond maturing at 
one and one-half years, two years, two and one-half years, and so on 
up to fifty years. From fifty to seventy-five years the intervals are of 
five years. 

The book is well printed and so arranged that reference is quick and 
simple. It is well adapted for its special purpose. 
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Epitep By CHARLES W. GeERSTENBERG, PH.B., LL.B. 


The Legal Department of THz JouRNAL oF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be so stated as to call for single propositions of law. Whenever the Department receives a 
query the correct answer to which may vary with many possible but unstated circumstances 
the correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt — by the Department will be made by personal communication or through 
the columns of THz JouRNAL. Address all communications to THE JOURNAL OF ACCOUNTANCY 
Legal Department, 198 Broadway, New York City. 


STATUTES REGULATING TELEPHONE TOLLS 
(Concluded from December number) 


It may not be out of place in this connection to observe that in 
private business where the owner may fix his own prices for the use 
of his property his own interest may compel him to keep the property 
he hires to others up to a standard that will induce them to use it, 
but no one can directly compel him to do so. It is different with pub- 
lic utilities corporations. The owners in such cases have not the ab- 
solute and uncontrolled right to fix their own prices for the use by the 
public of the utilities they furnish. Instead, prices may, within certain 
limits, be regulated by public authority, but when that authority attempts 
to regulate the rates to be charged for the use of the property of another 
it must take into consideration and allow what would be a fair amount 
of the earnings of the property to be devoted to keeping it always up 
to the proper standard. What interest may force the private owner to do 
in respect to his own property the law compels public authority to do 
when the Jatter undertakes to fix rates to be charged by public utilities 
corporations. 


Wuauat 1s A Farr Return? 


Where persons have put their money into property which is used 
for the public they are entitled, year by year, to earn upon the property 
so employed a fair return. This is not only an established judicial 
doctrine, but it is inherently just and right. The case of Willcox v. 
Consolidated Gas Co., 212 U. S. 29 Sup. Ct, 53 L. Ed. to which, 
as well as to the Knoxville Case, we have so frequently resorted for 
guidance, sheds a clear light in this connection as well as in others. 
On pages 49, 50, 212 U. S., on page 198, 29 Sup. Ct. (53 L. Ed. 382), of 
the report, the Supreme Court said: 


“In an investment in a gas company, such as complainant’s, the risk 
is reduced almost to a minimum. It is a corporation, which in fact, as 
the court below remarks, monopolizes the gas service of the largest city 
in America, and is secure against competition under the circumstances in 
which it is placed, because it is a proposition almost unthinkable that the 
city of New York would, for purposes of making competition, permit the 
streets of the city to be again torn up in order to allow the mains of 
another company to be laid all through them to supply gas which the 
present company can adequately supply. And, so far as it is given us to 
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look into the future, it seems as certain as anything of such a nature can 
be, that the demand for gas will increase, and, at the reduced price, in- 
crease to a considerable extent. And interest in such a business is as 
near a safe and secure investment as can be imagined with regard to any 
private manufacturing business, although it is recognized at the same 
time that there is a possible element of risk, even in such a business. The 
court below regarded it as the most favorably situated gas business in 
America, and added that all gas business is inherently subject to many 
vicissitudes of manufacturing. Under the circumstances, the court held 
that a rate which would permit a return of six per cent would be enough 
to avoid the charge of confiscation, and for the reason that such an 
amount was the return ordinarily sought and obtained on investments 
of that degree of safety in the city of New York. 

“ Taking all facts into consideration, we concur with the court below 
on this question, and think complainant is entitled to six per cent on the 
fair value of its property devoted to the public use.” 


There the Consolidated Gas Company, under all the favorable con- 
ditions pointed out by the court, was held to be “entitled to six per cent 
on the fair value of its property devoted to the public use.” That com- 
pany monopolized the gas service of the largest city in America, and 
it appeared to the court to be unthinkable that the city, in order to make 
competition, would subject its population to the annoyances that would 
inevitably be involved in the effort. The income from investment in Con- 
solidated Gas stock was regarded as permanent and certain, and the risk 
practically none. In such a case the owners of the property were held 
entitled to earn six per cent on its fair value, and consequently it had 
the right to charge such rates as would enable them to do so. The case 
before us is vastly different. Here there is competition of a very danger- 
ous character to the company. A rival company, thinking it could make 
money in doing so, got a franchise from the city upon condition that its 
rates for a long period should be as follows, namely: Four dollars per 
month for telephones in business houses, $2 per month for telephones 
in residences where the residence was one mile or less from the ex- 
change, $2.50 per month where the residence was over one and under two 
miles distant, and $3 per month if over three miles distant. Over $2,- 
000,000 appear to have been expended on the plant of the latter company, 
and it has secured in this community a larger number of telephone pa- 
trons than has the complainant. Nevertheless it is notorious that divi- 
dends to its stockholders have been very meager for several years. 
Obviously this is a competition so disadvantageous as greatly to increase 
the risk of the owners of complainant’s property in this city. For some 
cause or causes, however, and notwithstanding the much lower rates 
charged by the other company, about 10,000 telephones are operated by 
the complainant. The precise reason for this result we can only conjec- 
ture, though presumably its patrons find compensatory advantages. 
But all things considered, it is by no means extravagant to say that 
dissatisfaction with the higher rates of the complainant must be ex- 
cited by the greatly lower rates charged by a rival company oper- 
ating along the same streets, and dissatisfied people, looking only to 
what Byron calls that greatest of all human ills, the inflammation of 
their weekly bills, are not likely to consider whether or not the higher 
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rates are in fact reasonable or such as are necessary to enable the 
complainant to earn a fair return upon its property used for the pub- 
lic. The contrast between the two rates no doubt is disagreeable, and 
this source of irritation might be aggravated by what we may call the 
bad manners of a utilities company in its dealings with the public. 
There are not wanting signs of such manners in this instance. The 
grossly profane outbreak of the president of the complainant while 
giving his deposition was as inexcusable as it was suggestive. But as 
any harm coming to the company from this kind of conduct must be 
borne by it alone, we only allude to it in order to express our con- 
demnation of it. The lower rates of the rival company, though vol- 
untarily consented to by it in advance in order to get a franchise, are 
productive of very little return to those whose money afforded the 
cheaper telephone facilities. While the difference in rates of the two 
companies must constantly be a source of irritation to many of those 
who pay the higher rates, this must not obscure our sense of the legal 
rights of the complainant. It cannot be doubted that growing out of 
this situation comes one of the most serious risks of the complainant, 
namely, the danger of losing patrons. Its success as a business enter- 
prise necessarily depends upon having public patronage from which to 
derive its revenue. Those of its patrons who become dissatisfied with 
its rates may, and many of them have, quit the company and have 
gone over to its rival, whose rates, while attractive to its patrons, are 
not very remunerative to itself. Nevertheless the complainant is en- 
titled to be allowed, if it so chooses, to charge those who use its prop- 
erty for their own purposes such reasonable rates as will enable it to 
earn thereon a fair income whether or not a rival company can do so 
upon its property. In other words, the charging by a rival company 
of rates which it had agreed to as a condition precedent to being 
granted a franchise, while it adds to the risks of complainant’s busi- 
ness, cannot affect the right of the latter to be allowed to charge rates 
which are not confiscatory, but which may yield a fair income upon the 
value of its property if that property is in fact used by the public. 

The local situation here produces another risk, the serious nature 
of which may be indicated by this suit. That situation has already 
resulted in the municipal legislation now in contest, which, though easily 
and somewhat casually enacted without serious investigation, may cost 
the company at least seven per cent, and probably more, of one year’s 
gross earnings in contesting its validity—an expense which may fairly 
be held to be necessary and proper for the company to incur in self- 
defense. The conditions thus brought about inevitably greatly increase 
the risk of those who invest money in the telephone business in this 
city. Other circumstances might be noted, but what has been said will 
suffice for contrasting conditions here with those in New York in the 
case of the Consolidated Gas Company. 

After much consideration of the subject and of the testimony heard 
thereon we have reached the conclusion that the complainant company 
is entitled to be allowed to earn, if it can, as much as seven per cent 
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annually on the fair value of its property devoted to the public use 
in this city before its rates can fairly be reduced by legislative regu- 
lation. This per cent is not to be calculated upon the company’s stock, 
watered or unwatered, nor upon its bonded indebtedness, but upon the 
fair value of its property, inclusive of its real estate, its supplies on hand 
and its working capital. We are entirely satisfied that no prudent busi- 
ness man would willingly incur all the risks of the business and be 
content with being forced to earn less than that per centum of profit. 
And while many of us may not feel entirely willing to contribute to the 
earning of that much income, we should be much more unwilling to 
supply the capital for such an enterprise unless it might be allowed to 
earn, if it could, that much for us. 

We are quite sure that a telephone company in respect to this phase 
of the case and under circumstances such as exist in Louisville can- 
not fairly be compared to our banking institutions when it comes to 
the consideration of the risk of the money invested. Indeed, no other 
business known to the court affords a very convincing basis of com- 
parison, though that of the rival telephone company here might have 
done so if its rates (self-assumed though they were) had not notori- 
ously proved inadequate. Nor have we at all lost sight of the fact 
that the property of the complainant in Louisville is only a small pro- 
portion of the property it owns and operates throughout the country. 
Any dividends the complainant earns upon its stock is upon its op- 
erations as a whole, regardless of results in any particular locality. If 
it loses at one place it hopes to make up the deficiency elsewhere, but 
we conceive the law to be that it is entitled to earn, if it can upon 
fair and reasonable rates, a fair income upon its property situated in any 
given locality over which the power of the particular legislative body 
extends. Otherwise its property here might be subjected to confiscatory 
rates by our legislative bodies because its property elsewhere was earning 
better income. The force of this suggestion becomes apparent when we 
remember that if the rates charged by the company are too high in other 
localities they may, and probably will, be regulated and lowered by legis- 
lative authority there; that there is no practicable way for co-operation 
as to rates between legislative bodies in different states, and that very 
much the larger proportion of the earnings of the company are intrastate, 
and can only be regulated by those authorities which have jurisdiction 
in the locality where the earnings are realized. 


RATES 


The principles upon which we must proceed in respect to rates have 
been authoritatively established by the Supreme Court. Those prin- 
ciples are based upon that constitutional provision which forbids the 
taking of private property for public uses without just compensation. 
The interest of every individual citizen demands the rigid enforcement 
of this provision whether the legislation which denies it be national, 
state or municipal, and its enforcement must not be denied because of 
prejudice nor at the behest of public clamor. In applying to this case 
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the principles to which we have referred it should be borne in mind that 
in this instance we are not inquiring whether existing rates are too high. 
While we discuss existing rates for obvious reasons, our real task is to 
ascertain whether the rates fixed by the ordinance complained of are so 
unreasonably low as to prevent the earning by the company of a fair 
return upon the value of its property which is being used by the public. 
It goes without saying that the interest of the owners of the property 
leads to a desire for high rates and that of the consumer leads toward 
low rates. This sort of conflict is as old as time. In all such contests 
the court must ascertain what rates may yield a fair return regardless 
of the mere interest of either party to the controversy, and after a care- 
ful study alike of the testimony and the applicable law must find what is 
the logical and proper result. In this way we have ascertained the pres- 
ent reasonable value of the complainant’s property here; the annual gross 
earnings and expenses of the company from the operation of that prop- 
erty in 1908, apparently its best recent year, the fair proportion of its 
earnings to be set aside in the future to cover and resupply the deprecia- 
tion of the destructible parts of its plant, and the fair percentage upon 
the value of the company’s property in this city which it should be 
permitted to earn as annual profits thereon by charging rates which are 
reasonable. All these things we have done, and have clearly ascertained 
that while an annual profit of seven per cent on the value of the com- 
pany’s property would be a fair return thereon, we have also ascertained 
that it does not, under present rates and after the allowance of seven 
per cent for depreciation on th portions of its property subject thereto, 
earn over 5°/:; per cent upon the value of that property. We also find 
that the rates fixed by the ordinance, if put in force, would result in an 
actual present loss of $49,721.76 in net annual earnings if the present 
status be maintained, but that assuming that the lower rates would bring 
an increase in the number of patrons and other advantages, and accepting 
the conclusion of the master that the net loss from the enforcement of 
the ordinance rates would be only $30,000 per annum up to 1912, we find, 
judging by the year 1908, and allowing seven per cent for depreciation, 
that the net profits of the company on the value of its property under the 
ordinance rates would be $60,468, or only 3°/:: per cent annually for the 
present. If the master should be mistaken in his forecasts as to earn- 
ings for 1909, 1910 and 1911, and if the $49,721.76 should continue to be 
lost in earnings for each of those years under the ordinance rates, then 
the company’s property would only earn net $43,747.60, which would be 
2°/:: per cent annually on its value. And these figures may be lowered 
to some extent by the new federal taxation and the costs and expenses of 
this action. Of course we are left to conjecture and guesswork as to 
what would in fact occur under the ordinance rates, and the court, at the 
final hearing, submitted in writing to the counsel for the respective 
parties a suggestion in this language: 

“Does the record furnish the court with the means of estimating the 
earnings and expenses of the company for the years 1909 and 1910, and 


if not, would it not be well for a disinterested expert bookkeeper, not 
in the spirit of controversy, but with the view to ascertaining the figures, 
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to make an examination of the books of the company in that connection 
and report the facts to the court?” 


To this the complainant’s counsel in open court agreed, but the de- 
fendant’s counsel declined to do so, for the reason then stated by him 
that it would further delay the final decision of the case. In this sit- 
uation it may aid us to remember that the average number of the com- 
pany’s telephones which were in use in this city during the four years 
immediately preceding the institution of this suit were as follows: 9,001 
in 1905, 9,675 in 1906, 10,610 in 1907, and 10,212 in 1908. We have no 
data for the period during which this suit has been pending. If we 
take these figures as our guide we are not able to say that there is, under 
present conditions, any great probability of a notable change. To one 
acquainted with local conditions the decline in 1908 is as likely to indicate 
the course of events as was the increase in 1907, when the war on com- 
plainant was possibly less acute. We, therefore, cannot find in the fig- 
ures just given anything like practical or reliable aid. As to the future, 
everything is largely a matter of conjecture, but upon the testimony we 
are not well assured that conditions for the complainant will materially 
improve within the next few years. Its rival has, as we have seen, 
outstripped it in patronage. The causes leading to this will not only 
continue, but possibly may be intensified. If they materially improve in 
the future a carefully prepared ordinance can then adjust rates to the 
new conditions. 


CoNnFISCATORY RATES 


Of course if rates are fixed which will yield no income or profit to 
the owner the public will get the entire benefit of his property, and he 
will get none. Where rates are established which will yield the owner 
some income but below what is just and reasonable, the confiscation 
may be less pronounced, but nevertheless, it will result to the full ex- 
tent of the difference between the profits actually earned and those 
which would be just and reasonable. The first is unqualified confisca- 
tion. The latter is qualified and partial confiscation. Any legislation 
which certainly brings either result is confiscatory in character and 
consequently void as violating the Constitution of the United States. 
If, as we have found, seven per cent would be a just and reasonable in- 
come and profit for the complainant to earn upon its property, the 
ordinance complained of which would not permit the company to earn 
more than a possible “/:2s of seven per cent is necessarily confiscatory 
in its nature and results, because it takes the difference of “/i2s of seven 
per cent from the owner and gives it to the public without compensation. 
In other words, when the company, at its own rates and after setting 
aside a sufficient sum annually, in the language of the Supreme Court, 
for “making good the depreciation and replacing the parts of the 
property when they come to the end of their life,” does not earn seven 
per cent but only 5”/:; per cent on the fair value of its property used 
by the people, then, if notwithstanding that state of fact, the rates are 
lowered thirty per cent by legislative action, such reduction under such 
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circumstances is necessarily confiscatory to its full extent. And equally 
the confiscatory nature of the legislation will appear if we base our calcu- 
lations on the net income under present rates in 1908. This we have 
ascertained to have been $114,563.07. In that year only the sum of $86,- 
155.08 was actually expended to replace depreciations instead of the 
seven per cent on the value of the plant which we have concluded should 
be allowed for that purpose in the future. If from the $114,563.07 we 
deduct $30,000 (the estimated loss of income under the ordinance rates) 
we find that the net income would be only $84,563.07, an amount equal 
to only about “/:2s of the seven per cent profit which the company 
would be entitled to earn annually—that is to say, the company, under 
the ordinance rates, would probably earn only $84,563.07 instead of the 
$125,120 it would be entitled to earn if it could. As the figures we have 
given show, either the “/::5 or the “/:2s of seven per cent would repre- 
sent a confiscation of the earnings of the company under present condi- 
tions to the extent of not less than $30,000 per year even if the an- 
ticipations of the master be realized. That is to say, assuming our 
conclusions to be correct (1) as to the proportion of toll line earnings to 
be taken into othe estimate of earnings here; (2) as to the value of the 
destructible parts of the company’s plant; (3) as to including real estate, 
working capital and supplies on hand in the valuation of the company’s 
property used for the public; (4) as to the flat reduction of ten per 
cent fur depreciation made by the master in his estimate of the value 
of the property; (5) as to the proper sum to be allowed in the future 
for depreciation; and (6) as to the net earnings for the illustrative year 
1908, and finding that seven per cent upon our valuation of the property 
at $1,788,000 is $125,120—we have the basis of our computations. They 
do not show “a very narrow line of division between possible confiscation 
and proper regulation,” again to use the language of the Supreme Court. 
On the contrary, it would be a very wide line of division. And it may 
be noted that, if only six per cent were allowed for depreciation, the 
ultimate result would not be different as the ordinance rates would still 
be confiscatory. 


WHAT IS THE REMEDY FOR THE PRESENT SITUATION? 


We have now reached the point where we must consider whether 
we shall give an actual trial to the ordinance rates by putting them in 
force for a time, or whether we shall decree the relief prayed in the 
bill, and make perpetual the temporary injunction. We are not without 
guidance in this situation. In Willcox v. Consolidated Gas Co., 212 U. S. 
at page 42, 29 Sup. Ct. at page 196 (53 L. Ed. 382), the court, after re- 
marking that the value of a plant was to a considerable extent matter of 
opinion, used this language: 


“Of course, there may be cases where the rate is so low, upon any 
reasonable basis of valuation, that there can be no just doubt as to its 
confiscatory nature, and in that event there should be no hesitation in so 
deciding and in enjoining its enforcement without waiting for the damage 
which must inevitably accompany the operation of the business under 
the objectionable rate. But where the rate complained of shows in any 
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event a very narrow line of division between possible confiscation and 
proper regulation, as based upon the value of the property found by 
the court below, and the division depends upon opinions as to value, 
which differ considerably among witnesses, and also upon the results in 
the future of operating under the rate objected to, so that the material 
fact of value is left in much doubt, a court of equity ought not to inter- 
fere by injunction before a fair trial has been made of continuing the 
business under that rate, and thus eliminating, as far as possible, the 
doubt arising from opinions as opposed to facts.” 


If we are correct in the conclusion that seven per cent annually on the 
value of the property used for the public indicates a fair income there- 
on for the complainant, and if we are correct in what we regard as 
the very conservative valuation we have placed on that property -and 
in the amounts to be allowed for depreciation and upon the toll line 
earnings, unquestionably we should now enjoin enforcement of the 
ordinance without inflicting the inevitable loss upon the complainant that 
would come from a trial of the rates the ordinance fixes—a loss impos- 
sible to be recouped. We have ascertained that the company’s rates do 
not themselves produce and most probably will not in the near future 
yield the seven per cent. If that be so, it follows inevitably that the 
ordinance rates, which are about thirty per cent lower than the present 
rates, cannot possibly do so. Nor do we think it possible under existing 
circumstances, nor under circumstances which will probably arise in the 
future, that the line of division between possible confiscation and proper 
regulation will be a narrow one within the meaning of the Supreme 
Court. The most careful consideration of the testimony has led us to the 
clear conviction that the facts are as we have found them, and it follows 
that it is proper now to grant the injunction prayed for, and this view 
may be emphasized by the consideration already suggested that whenever 
there is an essential improvement or change in the situation which makes 
it admissible a new ordinance adjusted to the new conditions can then 
be enacted by the city. 





